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Friday, 
May 9, 1958. 
---On resuming at 9.30 a.m. 
---Mr. Commissioner Levesque was not present. 
---Mr. Commissioner Ladner was not present. 
THE CHAIRMAN; Gentlemen, the Commission 
will now resume its hearing. Mr ee ae Gd Oe 


MR. PATTILLO: ian. you, ic. Chairman. 

Before we commence the further examina- 
tion of British-American Oi1 officials, Mr. McGrath, 
of the National Coal Association group, would like 
to make a statement. 

MR. JOHN A.McGRATH: Me. Chairman and 
the Commission, in reviewing the schedule that 
you have docketed thus far, it appears that you 
gentlemen have been terribly busy in hearing the 
various oil companies! presentations. Our 
organization, of course, is not in any way con- 
nected with the oil industry and we have an ex- 
tremely tight schedule, ourselves, in that at 
least one of the individuals who would be a part 
of our presentation must return to Washington. 

Tf it would please the Commission, we 


would be most agreeable if we would be permitted 
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to submit ourselves for cross-examination at some 
later date, at the Commission's pleasure. 

THE CHALRMAN: Well, Mr. McGrath, that 
is a very co-operative suggestion. Our schedule 
here in Calgary is very tight and crowded, as you 
know, and I know that you and your colleagues have 
gone to a lot of expense to get here. I think 
it would be impossible for us to hear you today. 

Would July 14th, at Montreal, be con- 
venient for you? 

MR. McGRATH: Yes, sir, that would be 
very convenient. Our people are all in the East. 

THE CHAIRMAN: We plan to meet in 
Toronto on July 2nd but £ think our, schedule there 
id horace lyviuienty 280s. DU. ot ie nh 
Montreal, would suit you and your colleagues, it 
certainly would be appreciated by the Commission 
and we could put you on that day. 

T do not. see Mr. Parkinson here, but I 
Will undertake. to. see that you @o. on, if not firs. 
then second, at our hearings in Montreal. 

MR. McGRATH: Tans. you very much, Sir. 

THE CHAIRMAN: We will advise you in 
due course as to that, but I think you can con- 
fidently anticipate that it would be July Leth. 

MR. McGRATH: ‘Thank you very much, sir, 
and again, we wish to express our appreciation for 


your having permitted us to appear before your 
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Commission and for allowing us to file our submis- 
sion and for Mr. Hall to make his statement on 
Wednesday. 

THE CHAIRMAN: Thank you very much. We 
appreciate that there are matters in your submission 
which we would like to deal with more or less calmly 
and nob on avrush,.<and -. think Lt would be much 
better for everybody and more valuable to the Com- 
mission if we could do it that way. I appreciate 
your cGouperation. 

MR. McGRATH: Wank you, Sie. 

MA, PATE LLL: Mr, Chairman, there is 
only one thing I would like to say as to what Mr. 
MeGrath just said. and that.is that he referred 
to submitting themselves for cross-examination. 
Now, I know tha a lot of people think they have 
been subjected to cross-examination, but what I 
aMecrvine vo1ido AculO, Conduct. an yexam nation for 
discovery rather than a cross-examination. Be 
can assure anybody that, if it was a cross-examina- 
tion, 1 would be quite ditferent. 


THE CHAIRMAN: Nobody is angry. 
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MR. PATTILLO: Mr. Loughney, ee ous: 
company endeavour to get for us the same information 
I have sought from the other oil companies in respect 
to Gulf's finding, development and lifting costs in 
Venezuela and in the Middle East, and would you also 
supply B-A's figures in connection with their pro- 
ducing operations in Canada? 

MR, LOUGHNEY: Yes, Sir, we will file 
British-American and we will endeavour to get the 
information from Gulf. 

MR. PATTILLO: Now, L do not know whether 
you have had an opportunity, Mr. Loughney, to examine 
the 1957 annual report of Standard Oil Company of 
New Jersey, but in that report they show a break- 
down of the consolidated income of the company and 
its subsidiaries, showing the source of it, and it 
iS) ay My ODL NLOn. neh y significant that such a 
large percentage of the income of the year came 
from the operations in Venezuela. 

T have examined the Gulf 1957 report. 

It has not been broken down in the same way. Lt 
does not show the same information as clearly. 

I wondered whether you might see whether 
we could have the same information obtained, so that 
we could have that picture as well, from Gulf. 

MR. LOUGHNEY: Well, I will do what I 
can. I am not sure -- I have not seen the Standard 


of New Jersey report and I don't know the manner in 
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which it was prepared or whether Guif could do it, 
but I will attempt to get the information for you. 

Mae PATELLA: Thank you. Now, in dis- 
cussing the factual situation yesterday, I think I 
neglected to ask you as to the imports of crude 
and products into Canada by B-A Oil. Would you 
please give us that, in areas? 

MR. LOUGHNEY: Jue 2 MOMeiIG.. PLease. 

MR. CAMPBELL: Products imports, Mr. 
Pattillo, we have the information: for 1957, 

Po OU Darreis: per cay; TO5G, 5,000) barrels per day; 
1955, 3,000 barrels per day. 

Ne PAE ea: Did that all come into 
the Provinces of Ontario and Quebec? 

MR. CAMPBELL: No, Actually, whe 
greater proportion is on the West Coast,the heavy 
residual fuel oil imported into Vancouver from 
Calgary. 

Mawr CT is: Now, you were talking, 
yesterday, about the new refinery Thay 2s. Deine 
constructed in British Columbia. When that 
refinery comes on stream, will that immediately 
increase the quantity of crude that is going 
through the Trans-Mountain pipe line, to the 
extent of the capacity of the refinery? 

MR. CAMPBELL: Tt wlll not decrease it. 
It will be increased, if anything. LG wil. be 


either the same or increased. We have crude 
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being run for us at ine West Coast by another re- 
finery. 

MR. PATTILLO: So there may be some 
slight increase, but nothing like the full capacity 
of the refinery? 

MR. CAMPBELL: Vay ee COrrecn. 

Nie PAT LO: Now, I would like to 
deal, for a moment, with your ideas as to there 
being a good market for Canadian oil in certain 
sections of the United States. 

Do you agree that at the present time no 
person in the United States is importing, from 
Canadas oll Upto the: quota which he, being a 
company, is permitted to import? 

MR. CAMPBELL: We don't have the figures 
by companies, Mr. Pattillo. We have the figures 
shy Gian og aes lg 

MR PATELULOS Well; from the figures 
that you do have, would you agree that the imports 
into the United States from Canada are below the 
quotas permitted? 


MR. CAMPBELL: Tat is rignt. 
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Pity: PARTE EILO. Now, have you any personal 
knowledge from inquiries made which enables you to 
give any opinion to the Commission as to when it 
is likely that the quota figures now pertaining 
will be reached for importation from Canada? 

MR. CAMPBELL: don “a know. Mr, rartlilo., 
when those quota figures will be reached, 

MR. PATTILLO: Have you any personal 
knowledge other than the evidence you have given me 
here of any proposed increase by United States im- 
porters from Canada? 

MR. CAMPBELL: We heard some evidence 
given before this Commission that two of the com- 
panies indicated that they would increase the 
amounts that they would import. 

Mie PAE IOs I appreciate that, but 
other than that, have you any knowledge of any 
proposed increase in imports from Canada? 

MR. CAMPBELL: No. 

Mn PA LR What bothers me, Mr. 
Campbell, is that if you have no knowledge other 
than what is gained from the evidence given here, 
on what do you base your views that the imports 
into the United States from Canada are bound to 
increase in the immediate future? 

MR. CAMPBELL: They are based on 
the forecast of our need in the United States over 


the long term for increased quantities of crude oil, 
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and production in the United States is indicating 
that it is not meeting the demand, and therefore 
more imports will be required. 

MR, PATTILLO: But you have no assurance 
that those imports would come, or any part of them 
would come, from Canada rather than Venezuela or 
the Middle East? 

MR, CAMPBELL: No, we have no assurance 
on “una, Tie figures we have submitted are our 
pest estimates of what might take place. 

MR. PATTILLO: Has any company in the 
United States told your company that they seriously 
were considering importing oil from Canada in the 
near future? 

MR. CAMPBELL: We have had an inquiry; 
Mr, Pattillo, from a concern that is contemplating 
the construction of a refinery on the west coast 
of the United States. 

MR. PATTILLO: Are you at liberty to 
tell that or would you prefer to disclose that only 
to the Chairman? 

MR. CAMPBELL: I would prefer to disclae 
that only to the Chairman. 

MR, PATTILLO: And will you do. so? 

MR. CAMPBELL: it 9 LO LO ASOr 

MES SPATTIILIO: Has anyone associated 


with B-A made a trip to the United States to 


aciaameeeaneg discuss with oil officials or with government 
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officials what United States policy is likely to be 
regarding imports of crude oil into the United 
States? 

MR, CAMPBELL: We have had no discussions 
with government officials in the United States. 

MR, PAPTILLO: Now, as to the subsidiary 
of B-A in the United States in the producing busi- 
ness, what position has it taken regarding the 
importation of oil into the United States? 

MR. LOUGHNEY: It has not taken an 
active position, Mrs Pattilio, Fortunately, the 
United States company's production is in areas 
which are not presently seriously affected by pro 
PavLoning. 

Mn PATTILGLO: What has been the posi- 
tion taken by Gulf? 

MR. LOCHNEY: Gulf has taken the posi- 
tion -- well, I think maybe I could explain that 
better if I may be permitted to read a statement 
or Me. Whiteford, 

MR PATTLULO: And he was at one time 
president of the B-A Oil Company? 

MR. LOUGHNEY: eb. he COOP REC i.) Sol, 
This is a statement which refers to the present 
question before the Congress in the United States 
now on the extension of reciprocal trade between 
the United States and foreign countries, and I 


quote Mr. Whiteford: 
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"In referring to the benefits that would 
accrue to the United States from adherence 
COLE wrinci pes Gf reciprocal trade, and 
from free trade between the United States and 
other countries, Mr. Whiteford made the 
following statement: 'Moreover, these bene- 


fits are not matters of estimate, nor con- 


jecture, nor are they even debatable. taey 
have been tested by time and proven by ex- 
perience, and because they have, 10° be- 
comes very difficult to believe that any 
eltizgen, in or ouy of Congress, could 
seriously oppose the extension of the 

Trade Agreements Act. Yet, the lamentable 
fact remains that reciprocal trade has many 
enemies. What is more to the point, some 
of the most active and vocal of them are 

im the O11 industry. 

"Inxperience has shown that the most 
effective opposition to the concept on 
reciprocal trade has come from the ‘yes, 
but! men, who, while paying lip service tO 
the principle of trade freedom, nonetheless 
seek to undermine and ultimately to destroy 
its practice through the use and sometimes 
the abuse of amendments to the Trade 
Agreements Act which provide special ex- 


ceptions for special situations. 
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"Inor example, in 1955, Congress amended 
the act to provide that where the importation 
into the United States of a product or com- 
modity produced in a foreign country pecame 
so large as to jeopardize national security 
by endangering the health of an essential 
domestic industry, the President could, after 
fact finding procedures, place limits on the 
quantity of the foreign product to be per- 
mitted entry. Considered abstractly, this 
seems a soundly prudent safeguard. But 
what has actually happened under this amend- 
ment has proven it to be something else as 
Weld qa Gt LOOONO les ut Lam un COue which 
the opponents of reciprocal trade can work 
to defeat the spirit of the Trade Agreements 
Act. 

"tGulf not only recommends the exten- 
sion of the Trade Agreements Act, but 
also suggests that Congress should set up 
some sort of fact finding standards so that 
any industry, or any segment of an industry 
that complains of being hurt by imports 
will be required to prove its case with 
better and more convincing evidence than 
has heretofore been necessary.!" 

MR. PATTILLO: Thank you, Mr. Loughney. 


Now, has your company made any examination of the 
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figures to determine whether or not Canadian crude, 
so far as price is concerned, is competitive with 
the crude now being laid down and used by refiner- 
4es in the following places: Toledo, Detroit, 
Chicago, the Lakehead and Minneapolis-St. Paul? 

MR. CAMPBELL: We have a map here in 
the corner, Mr. Pattillo, on the easel which is 
also shown as Exhibit 5 in our brier. 

MR. PATTILLO: On your HxnibiG Syou 
show the present laid-down prices of the crudes 
that are being used, for example, in Detroit and 
Toledo, but you haven't made any calculation, 1 
understand, on what it would cost to put Edmonton- 
Redwater in there; is that correct? 

MR. CAMPBELL: Taw .e corre cu. Tie 
cost of moving it from Sarnia, which fhe ey als 
nearest point on the International pipe line 
system, to Toledo, you will note we show Redwater 
epude, Sarniay 3-seccepearre.. To that would be 
added the duty to import into the United States, 
and Mr. Sparrow has made a horseback estimate 
of possibly 20 cents a barrel to move it from 
Sarnia GomToledo. 

MR. PATTILLO: IT was going to ask 
whether you had any other information to supplement 
Exhibit 5 which would enable the Commission to have 
better comparative figures. 


MR. CAMPBELL: No. The only other 
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figure which we have which might be of interest 

to the Commission we have had calculated is what 
the estimated cost of moving crude from Clarkson 
to Montreal would be using the lake vessel which 


te 
aexott HT 


we have which has 125,000 barrels' capacity, and 
this is based on after the St. Lawrence Seaway 
is opened and with an estimate of a dollar per 
tone ton TorprCanalvnoly: 

MR, PATTILLO: And with that figure put 
in, what doswou arrive at? 

MR, CAMPBELL: We estimate the cost of 
moving the crude ati35 cents per barrel which, on 
the basis of our figures here, would show Redwater 
laid into Montreal at $3.82 a barrel. 

ME, (PATTIE OEO: Now, you have just been 
talking, Mr. Campbell, about this tanker that you 
have on the Great Lakes. Is that tanker pre- 
sently in use moving up and down the lakes today? 

MR. CAMPBELL: Ves.y Ie Lst 

Nie FALL: Can Your @ive us any 
figures as to what it is costing you to move a 
barre! Of of) 2n there, from Superior to Clark- 
son, Sarnia to Clarkson? 

MR. CAMPBELL: We would be glad to 
f2.e that figure. If you would give me just 
a moment here. Twenty-eight cents a barrel 
from Superior to Clarkson. 


MR. PATTILLO: Now, may I ask you a few 
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rill 
(fil: 


questions regarding this Montreal proposal. What 
is your company's viewpoint to the necessity of 
having a complete embargo on the crude you are 
moving into Montreal if a pipe line from Montreal 
was going to be erected? 

MR, LOUGHNEY: Well, we don't like the 
idea of embargoes, we prefer the free trade. 

MR. PATTILLO: Do you think that an 
embargo would be necessary if a decision was made 
to put Canadian crude into Montreal? 

MR. LOUGHNEY: Well, as we see the 
economics of it, Mr. Pattillo, and granting that 
our studies, particularly on the Lari, pipe 
line tariff, were nothing more than preliminary 
studies, we feel that the quota system or an 
embargo would be necessary; we think that the 
Canadian crude would not be competitive, and 
therefore if anyone else were permitted to bring 
foreign crude in we would not be in & competitive 


position. 


. Fi o 7 7 > 
+ i Fi ; . $ : a te oe 4 

me b.7 ip Mee, FN nF 1 SE 6 Teer eet in as 
J eS Var ee h er Wie lee Sai ee fe & Tee OLS . AE Sc 

eS at 7 - a ae iad 

r a 
’ a ae a * ret r ey 2 
“ 4 ¢ 


ANGUS, STONEHOUSE & CO. LTD. 5382 A 
TORONTO, ONTARIO 


MR, PATTILLO: Now, supposing no embargo 
was imposed, that your company was asked to sign a 


throughput agreement on a pipeline going into 
Montreal carrying Canadian crude. What would be 
the position of your company? 

MR, .LOUGHNEY: Well, the position of our 
company, speaking generally, is that we do not 
like throughput guarantees or deficiency guarantees 
and inmethis particularrinstance our position would 
be no different as far as the general policy is 
concerned. However, we would do it in the same 
manner that we would any other similar request. That 
is, we would obtain all the information that we could 
before we gave a final decision. I can assure you 
we would resist giving deficiency guarantees because 
that is policy, as far as we are concerned. 

MR, PATTILLO: Mr, Loughney, if you do not 
think the pipeline to Montreal is economical and you 
cannot see any immediate hope of selling increased 
volume to the United States, other than those about 
which we have heard, which will amount to 10,000 
barrels in another month or so and a further 8,000 
barrels in the fall, do you not think that something 
has co bevdoene tortry to move this ‘crude oil from 
Alberta, if the producers are going to be able to 
survive. 

MR, LOUGHNEY: Yes, we do, Mr, Pattillo but 


if I may I would like to enlarge on that answer. 
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MR, PATTILLO: Right. 

MR, LOUGHNEY: In the first place we are 
not looking at this as a short-term problem for 
which we must find an immediate answer. As far as 
the US markets are concerned, we feel that the 
Minneapolis-St. Paul-Superior area is a natural 
market for Canadian crude: No. 1, because of 
proximity, served by a pipeline; No. 2, because eG 
is a good competitive price. 

We also feel that when conditions adjust 
themselves in the United States, which is not a 
long-term proposition, we don't feel, the Puget 
Sound area will again return to Canadian crude. 

So that we look forward then to an increasing demand 
for Canadian crude in the United States. 

The second part of the answer to the problem 
deals with the Ontario market and we feel that the 
Gntario market is still a growing market for 
Canadian crude particularly as the Toronto refining 
area grows and the products which are now reaching 
the Metropolitan Toronto area in substantial 
quantities due to the Trans-Northern Pipe Line 
will be backed out and replaced with products refined 
in the Toronto area from Canadian crude. 

MR, PATTILLO: Do you think -: ~ 

MR, LOUGHNEY: There is one more point, 
if I may. 


MR, PATTILLO: Yes, go ahead. 
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MR, LOUGHNEY: We also point out in the 
brief that there is an adjustment of excess inven- 
tories of a finished product which accounts, in our 
judgment, for about 36,000 barrels per day decrease 
of Canadian runs through Canadian refineries due to 


this over-inventory position. 

MR, PATTILLO: Do you think that anything 
might be done to alleviate the present situation if 
the industry got together and knocked each other's 
heads for a while? 

MR, LOUGHNEY: Well, there is one difficulty 
which we have not yet found the answer to in getting 
together. Mayoe if we could figure out a way to get 
together without getting into trouble it would not be 
necessary to bang any heads. 

MR. PATTILLO: You are talking about the fear 
TNAG 1f You SOc coOpether you mignt be criticized by 
the Combines Commissioner. 

Ma. LOUGHNEY: Yes sir. 

MR. PATTILLO: If you had assurances that 
there would we no such criticism, would you feel 
that the industry, 1f it got together, could perhaps 
assist the present situation? 

MR. LOUGHNEY: Well, I think the past history 
of the industry, at least the foregone one, is where 
the industry has had an opportunity to get together and 
work outasolution to a problem, they have been 


suceessful in doing so. 
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MR, PATTILLO: Do you think, Mr. Loughney, 
that the situation is serious enough that somebody 
should request the Minister of Justice to permit 
getting together without any fear or reprisals from 
the Combines Commissioner? 

MR, LOUGHNEY: We do not feel that it is 
entirely necessary, no sir. We feel that the situation 
will correct itself. We can see some improvement in 
the overall situation as far as the North American 
CoOncinent 1s) cOnceriied., 

Maw PPALT LL: You mean that the demand 
is beginning to increase or that the supply -- the 
over-supplies are being used up? 

MR, LOUGHNEY: Well, we feel that as far 
as in both the United States and Canada that the 
over-supply situation or long-inventory position 5 
being corrected, as far as our own company is con- 
cerned. Again I would like to point out that we 
have increased our runs in Clarkson. We have decreased 
our runs in Montreal and as a company we feel we are 
doing everything possible to improve the situation as 
far as the demand for Canadian crude is concerned. 

MR, PATTILLO: Now, regarding this products 
line from Montreal to Toronto and your view that 
that line will reverse its flow for at least part 
of this distance; is that only your company's view 
or hasthat been the agreed policy amongst the share- 


holders of that line? 
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MR, LOUGHNEY: The present plan of the 
company, as discussed by the shareholders, is that 


the line would be reversed by 1961 -- 1962, sorry. 

In addition to the understanding between 
the shareholders, any company who had indicated an 
interest inshipping products over the line has been 
So advised. 

MAR PALUtbLOs ineouier words if Brpui sh 
Petroleum wants to go into Montreal and build a 
refinery with the intention of using that products 
line, they have been told that after 1962 they will 
only get it along the line so fare 

Me UNIS) Tat 6 Pl ot. yee. 1, 

MR, PATTILLO: Now, supposing that we did 
put Canadian crude into the market, would your Montreal 
refinery be faced with substantial capital cost 
treatment to make the necessary changes to use it? 

MR, CAMPBELL: No, it would not. 

MR. PATTLLLO: in your .briert, Me. Louschney, 
there is one statement that puzzled me a great deal. 
That appears on page 8, the last paragraph. You say, 
"A decline in production for domestic consumption, 
we believe, is attributable to a considerable extent 
to the fact that the refineries will be drawing on 
inventories to supply their particular requirements, 
particularly the excessive inventory accumulation of 
middle distillates during a comparatively mild winter". 


Now, as I understood the rest of your brief, 
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one of your objections to taking Canadian crude to 
Montreal was that it did not break down in the same 
way as foreign crude and that you were already 
importing substantial amounts of middle distillates; 
and that you would have to import a great many more. 
. Here, if the middle distillates are all 
imports, what effect does that have on the Canadian 
rai bb 8 He 
MR, CAMPBELL: Mr. Pattillo, you indicated 
substantial imports of middle distillates to Montreal. 
We purchased two carloads before the close of naviga- 
tion in 1957 of middle distillates and the winter 
was warm enough that we did not require them, If 
we had been able to forecast the weather we would 
not have bought those two carloads. 
MR, PATTILLO: That does not in any way 
affect your refinery run, does it? It affected your 
importations. 
MR, CAMPBELL: Your refinery run and your 
yields and your importations are all tied together, 
MR. PATTILLO: In other words you say we 
couldn't guess correctly what the winter weather was 
going to be. We bought all these cargoes which we 
did not need and accordingly we have to work them 
off somehow and that meant we were not refining and 
getting these other middle distillates that we would 
have got if we had Canadian production, Pa tnat Lo? 
a MR, CAMPBELL: 


No. Would you excuse me just 
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a moment, Mr. Pattillo, while I do some figures 
here: 

MR, PATTILLO: ‘Yes, certainly, 

MR, CAMPBELL: Our figures indicate, Mr, 
Pattillo, that we would average a reduction of 
l'f,300 barrels per day during the year 1958 in 


order to work off these inventories. 
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MR, PATTILLO: Mr. Loughney, one of your 
arguments against the Montreal market is that 
you are afraid that there would have to be a 
substantial reduction in the wellhead price and 
that the incentive to explore would be seriously 
affected. Can you help the Commission by giving 
us some idea of what, in your years of experience 
in the oil business, the industry generally con- 
siders is the floor to yield a proper incentive? 

MR, LOUGHNEY: By "floor", do you mean 
a pay-out in years? 

MR, PATTILLO: I am sure we are all 
anxious for you to express it in any way you wish. 
You will remember I used the word "mark-up" and 
everybody disliked it. 

Luewant sto. find outif the industry has 
some method, developed over the years of saying, 
Wl eimcndonhs eet isaumuch, Perisnteworthebts yEvery- 
thing above that is gravy". 

MR, LOUGHNEY: Just a moment, please. 

Well,.L-will do the best I can. I am 
sure you appreciate that part of this information 
is information confidential to a company, as so 
expressed by a previous witness. 

MR. PATTILLO: Any part that you con- 
sider confidential and do not want to express 
orally for the record, if you would just agree that 


you would give that to the Chairman, because we are 
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looking for help here. 

MR, LOUGHNEY: I quite understand, Mr. 
Pattillo, and we are most anxious to be helpful. 

MR, PATTILLO: Thank you. 

MR. LOUGHNEY: Generally speaking | igi 
our own operations we look to three to five years 


as a reasonable pay-out period in our drilling 
operations, producing operations, and when the 
pay-out period extends beyond that, the rate of 
return and the Jength of time in which it is 
necessary to recover your money, we feel, is a 
serious deterrent for the incentive to continue 
a drilling program, 

MR, PATTILLO: And that pay-out you are 
talking about, that asi ithe recovery of what? Acqui- 
sition costs of the land, the exploration costs you 
would attribute to he well, the actual drilling 
costs of the well and the lifting and operating 
costs? 

MR. LOUGHNEY: That is the development 
plus Litting: costs. 

We have made a study which may be of in- 
terest to the Commission, which I would like to 
file with the, Chairman, 121 may.,in which, using 
the average 1951 to 1957 wellhead price and then 
reducing that price as much as 50¢ a barrel, we 
have calculated the rate of return and the pay-out, 


in years, and I believe this statement will give 
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you the information you are looking for; but I 
would prefer that it be filed with the Chairman. 

MR, PATTILLO: Thank you very much, 

Would you, as we requested the other 
companies, also file with the Chairman a compara- 
tive statement showing the results of your re- 
finery operations in Montreal versus Clarkson? 

MR, CAMPBELL: Yes, we will be glad 
to Tile that with. the Chairman, Mr. Pattillo. 

Ma rPATIILLO. “2 have only one or two 
more questions: 

Mr, Loughney, I asked Mr. Lilley, of 
McColl~-Frontenac whether he had had any discussions 
with other people in the industry who were opera- 
ting refineries in Montreal as to the position 
that MeColl-Frontenac should take in opposing this 
proposed line to Montreal. 

Are the views expressed here the views 
of B-A, arrived at independently; or are they in 
any way the result of conferences with others? 

MR, LOUGHNEY: The view expressed in 
our brief are entirely the views of British 
American Oil Company. 

Temienie add, turther,, Mr. Pattilio, 
that this brief was not intended as a brief of 
opposition to any projected line into Montreal, 
but it was a study undertaken on behalf of 


British American Oil Company to find out what, 
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in our judgment, the proper thing to do is under 
the present circumstances, and we still feel that 
the Ontario refining center should be developed 
before we leapfrog into Montreal with further 
expansion, 

It is a matter of hauling crude oil 
one way and the products the other, and that 
does not make much sense to us. 

MR. PATTILLO: Thank you, Mr. Loughney. 

THE CHAIRMAN: Mr. Frawley? 

MR, FRAWLEY: Mr. Loughney, what part 
does the Sun Oil play in the anticipated expansion 
of Alberta crude in the Ontario market, in the 
calculations that you have been using? 

MR, LOUGHNEY: Just a moment, please, 

MR, CAMPBELL: 6,000 barrels per day 
at the present time, Mr. Frawley, going up to 
15,000 barrels per day. 

MR, FRAWLEY: Out of a capacity of what? 

MR, CAMPBELL: Or figures indicate 
estimated importing, 6,000 barrels per day of U.S. 
erude at Sarnia in 1959 for Sun. 

MR, PATTILLO: 6,000 barrels daily of 
Uo.) ¢rude. for Sun? 

MR, CAMPBELL: And the balance will be 
Canadian crude, 


MR. FRAWLEY: Well, what will that be? 


MR, CAMPBELL: About 12,000 barrels daily. 
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MR. FRAWLEY: And that is from a 
figure that you might interpret in the calcula- 
tions when you were telling us about the expansion 
that our market could expect in Ontario? 

MR. CAMPBELL: That is correct. 

MR. FRAWLEY: I think I would like to 
put on record what the Sun Oil Company itself 
thinks “about it, and fT am rererrine to the, 1957 
annual report and reading this paragraph from 
the Chairmansot the Board of Directors, Mr. Pew, 
who says: 

"Mounting imports of foreign oil have 
contributed to this situation, which the Federal 
Government has sought to correct through a restric- 
tive program of voluntary quotas. Your Company 
believes that the current imports of crude, as 
well as residual oil, are excessive. We believe 
these imports are supplanting, rather than supple- 
menting, domestic production to the detriment of 
the American industry." 

That is what Mr. Pew says, in the 
letter to the shareholders. 

Then he describes the Canadian operation 
on page 7, and this is what he has found, both in 
Canada and Venezuela: 

"The oil reserves so far discovered indicate 
sufficient oil to more than offset the decline in 


domestic and Canadian operations." 
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Incidentally, do you know anything about 
the extent of Sun's production in Canada, the 
extent to which it is in this country as a pro- 
ducer? 

MR. LOUGHNEY: I think we have a figure. 


Do you want it? 

MAW BRAWLEY: Nos Lwild eigveit: to you, 
Mr. Loughney. This is what the report says, at 
page 8: 

"For the first time, Sun-operated pro- 
ducing wells in the Canadian Production Division 
passed the 200 mark and production exceeded 
2,000,000 barrels annually." 

And I have had a calculation made that 
shows thatiithat is about 5500) barrels daily. 

"Oil produced and marketed showed a 
32 per cent gain over 1956, despite cutbacks in 
allowables imposed by the Provincial conservation 
SUthowitles tablere 1957.“ 

Then, at page 14, I want to read you 
just a short paragraph of what they are doing at 
their Sarnia refinery: 

"During 1957 the Sarnia, Ontario, Refinery 
of Sun O11 Company, Ltd. reached a new record in 
crude runs averaging 17,400 barrels per calendar 
day, a gain of 15 per cent over the previous year. 
Also, during the year Canadian crude oil was run 


for the first time, although most of the crude oil 
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run at the refinery is still imported from the 
United States." 

Now, I put it to you, Mr. Loughney, 
really, that on that record you cannot expect 
Mr. Pew's company to come anywhere near what 
you prophesy he will, namely, that he will go 
on Canadian crude for 12,000 barrels a day, 
beginning in 1959. 

What do you think about the prospect? 

MR, LOUGHNEY: Well, the 12,000 barrels 
per day that we have used is based on information, 
the best information we could obtain, plus the 
feacG that &2 Connection, Trom inverprovinelal To 
the Sun Refinery has recently been requested. 

Now, I am not in any way suggesting to 
you that I am speaking for Sun, and I take it 
that, as a producer, you would probably be talk- 
ing to them the same as you are to us, so maybe 
it would be better if the Sun would speak for 
themselves. 

VRS FRAWLEY? That 18 qui ve. riehnc, Mrs 
Loughney, and I only wanted to put to you and 
put on the record what looked like the attitude 
of the Sun Oil Company as it is now. 

Then I go a little further and make the 
suggestion to you that if a Canadian refinery -- 
that is what the Sun Oil Company Limited is, isn't 


it, corporate-wise, anyway? 
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MR, LOUGHNEY: Well, I have not read 
the report, and you have. I will accept your 
statement. 

MR, FRAWLEY: He calls himself the 
Sun Oil Company Limited. That is the Canadian 
subsidiary, isn't it? 

MR, LOUGHNEY: I really don't know 
anything about Sun, I'm sorry. 

MR. PRAWGEY: “Well, a@ic this retaner, 
such as he is, is reluctant to take our crude, 
how can you expect a purely United States re- 
finery at Toledo and Detroit to rush forward, 
Pooking Tor ounrsciude? 

MR, LOUGHNEY: I don't think we have 
suggested anybody is going to rush forward TOP Gs 

MR, FRAWLEY: There certainly has not 
been any rushing, up to now. 

MR. LOUGHNEY: There was some serious 
discussion to now as far as our refinery at Toledo 
is concerned and, while there is nothing immediate, 
we are hopeful in the future that we will develop 


a market at that refinery. 
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MR, FRAWLEY: Now, then, still dis- 
cussing your hopes for our export, you lay 
eonsiderable stress on the Puget Sound, 

MR. LOUGHNEY: Yes 

MR, FRAWLEY: But you are not a refiner 
there yourself, 

MR, LOUGHNEY: We will be a refiner in 
Vancouver. 

MR. FRAWLEY: But I mean on the other 
side of the International line you are not a refiner, 

MR, GOUGHNEY: We are'not operating as 
a manufacturer in the United States. 

Mi CeeneWieeve Bu including Gulf, 1 
think you told us yesterday that Gulf wasn't a 
PeLimer an vhe-Puret Soundarea. 

MES BGOUGHNEY: No. our major stockholder 
eS or, 

MR. FRAWLEY: . But we find that Shell Oil 
Has backed cut Canadian crude in favour of 
Cali tornianncrude tevenmanicnercprieed. © That is what 
the record shows, doesn't it? 

MASE AOUG RANEY. Yessil taimk it does, 

MR, FRAWLEY: And I was just wondering 
to what extent you have consulted with these 
refiners, Shell, Texas and Mobil, but I take it 
that your prognostications were not as a result 
of any commitments you had from those refiners. 


MR. LOUGHNEY: Well, we would not be in 
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a position to ask for commitments, 

MR. FRAWLEY: No, that is not at all likely. 
Now, there was some mention made of the Logs Angeles 
market, and the figures that you have shown are that 
local Californian produced crude at 3.66 a barrél has 
backed out our crude, Redwater crude, at Caley 
That is what your Exhibit 5 seems to show. Now, that 
being the situation for the Los Angeles refiner, that 
he prefers his own crude even with that kind of price 
differential, I suggest to you that we should be at 
Montreal as Canadian-minded as the Californian refiner 
appears to be California-minded. What do you say as 
to that, Mr, Loughney? 

MR, LOUGHNEY: Well, the situation in Californi 
as far as over-supply at the present time: is concerned 
is rather chaotic, and while that situation is un- 
doubtedly true today, I am not sure that it will always 
be that way. We look forward, and we have evidence in 
the way of long-term forecasts by experts that we have 
seen which indicated that we can expect offshore 
shipments from Vancouver in the California area, 

MA. PRAWLEY oT am just putting 2t to vou 
that if Redwater can back out local California crude, 
I am wondering why the California producer uses it 
except that he is California-minded, 

Me SOUGHNEVe= Lb think 3¢) g@oes a 11 tite 
further than that. He has production of his own on 
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which he spends his money and he has got to take care 
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MR, FRAWLEY. But he is paying higher 
poBved prices Tor the California crude than: he 
could get the Canadian crude at, and I am putting 
Peco Fou that ih yousneadeuGrpay a, IitTvie more: for 
Canadian crude in Montreal you should be Canadian- 
minded and take it. What do you say about that? 

MR, CAMPBELL: I think what we are suggest- 
ing asfar as Canadian crude is concerned is that we 
feel that the market for Canadian crude should be 
expanded. I think the logical sequence of marketing 
indicates that. The market was extended further east. 
Tie cruge June was DUL.o £O Superior, and subsequently, 
as additional reserves were discovered, the pipeline 
was extended to Sarnia and the market for Canadian 
crude was extended. The next step was to extend the 
pipeline from the Toronto area, and that market is 
extending. We think that the Ontario market, the 
end of the existing pipeline, can be expanded, and 
certainly British-American plans, I think you will 
agree, have indicated that it is our intention to 
extend that market. We feel that the Ontario market 
should be saturated before leap-frogging, as Mr. 
Loughney put it, to Montreal. To go to Montreal at 
the present time -- the major market for the products 
is in the Toronto area essentially, so if you go 
directly to Montreal with crude you are hauling the 


erude 400 miles almost past Toronto and then you are 
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going to have to haul a lot of the products back to 
Toronto, so your costs are going to be higher 
going there than if you were in the Toronto area, 

MR, FRAWLEY? You take Canadian crude 
into Montreal at a laid-down price of 3.05, I 
understand. 

MR. CAMPBELL: 3.24 is the figure we 
show. 

MR. FRAWLEY: It is the Kuwait crude 
ches Pieler 

MR. CAMPBELL: That is correct. 

MR, FRAWLEY: And you have a cost in 
Clarkson of 3.47 for Alberta crude, 

MR, CAMPBELL: That is correct, 

MR, FRAWLEY: Now, can you tell me 
what would induce youto give up refining in 
Montreal when you can put crude in there at 3.05 
and expand at Clarkson when it costs you 3.47? 

ph, CAMPEiLI: There 18 cost of moving 
one products from Montreal; insaddivion to that, 
our Montreal retinery 18 capable of using only 
small amounts of Kuwait crude. We have not the 
equipment there to use high sulphur-content crude. 

MR, FRAWLEY: There may be 23¢ advantage 
over Redwater crude. What I can't understand is 
that you are considering setting aside any 
refinery expansion in Montreal and putting it in 


at Clarkson, 
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MR, CAMPBELL: Mr. Frawley, we have made 
broad economic studies of the balance between 
Clarkson and Montreal, and those economic’ 
studies indicate that we should extend the 
Clarkson refinery based on Canadian crude. 

MR, FRAWLEY: With that kind of a 
market, ona erude of] cost of, say, 3.24 -- 
because you say that is the predominant crude, 
not the Kuwait crude -- with your predominant 
laid-in crude at a price advantage of 23¢ and 
with the sane selling prices in the market for 
motor gasoline, kerosene and furnace o1ls, if 
you were able to operate at the same refinery 
spread at Montreal as you enjoy at Clarkson, 
you could pay more for Alberta crude at Montreal 
and still mave No problem, 

MAY CAMPBELIns There 26. the cost of 
moving products from Montreal up to Toronto. 

MR, FRAWLEY: Why move them to Toronto 
if you are going to make them at Clarkson? 

MR, CAMPBELL: We are making them at 
Clarkson, 

MR, FRAWLEY: Why not let Montreal supply 
its natural refinery area and Clarkson its natural 
refinery area but substitute this higher-priced 
erude in Montreal, but it won't be any higher than 
your Clarkson laid-in cost, so why not simply 


adopt that situation? 
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MR. CAMPBELL: Are you suggesting that we 
should have expanded our Montreal refinery and used 
Canadian crude there rather than expand ovr Claricson 
refinery? 

MR. FRAWLEY: Yes, so long as you use 
Atberva erude. 

MR, CAMPBELL: The major market is in 
the Toronto area, so we would be faced with moving 
Canadian crude to Montreal and the cost of moving 
the product back to Toronto. Our studies show that 
20 48 econom ce co rerine it in Clarkson. 

MR, FRAWLEY: You say that you intend to 
shut back some refinery expansion there, you will 
have to do that. 

MR, CAMPBELL: You mean refinery crude 
runs? 

MR, FRAWLEY: Yes. 1 think you used the 
words "refinery expansion" will have to be shut back, 
you will have less refinery expansion. I have 


a note that on page 47 you sa ee WOuld 
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create surplus refining capacity inthe Montreal 
area, as well as surplus capacity in the Portland- 
Montreal Pipe Line. Then it goes on: The 

effect of this change in the supply pattern 

would, therefore, probably be some deferment 

of refinery expansion in the Montreal area’. 


Don't you think that is something you should 


avoid if you can? 
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MR, CAMPBELL: I don't know that I follow 
you, Mr. Frawley. We have expanded our Clarkson 
refinery rather than our Montreal refinery. 

MR, FRAWLEY: I put it to you that that 
sort of thing len'’t going to be very acceptable 
to the people in Montreal or the Province of 
Quebec, What have you to say about that? 

MR, CAMPBELL: Well, I don't think the 
product price increases either would be acceptable 
to the people of Quebec, 

MR, FRAWLEY: Whether you have to increase 
the product prices would depend upon the relationship 
between the price of crude oii and the product 
urice schedules. 

MR, CAMPBELL: Yes. 

MR, FRAWLEY: And if you do not have -- 
and that would depend on the size of the refinery 
spread. That is another way of putting it, isn't Lt? 

MR, CAMPBELL: Yes. 

MR, FRAWLEY: If you now have a satis- 
factory refinery spread at Clarkson, and if taking 
Canadian crude into Montreal will notgive you any 
worse refinery spread than you have at present, 
why should the question of increasing prices in 
the Montreal area come into it at all? 

MR, CAMPBELL: We have not calculated 
specifically on the refinery spread as you have 


indicated. We have looked at the picture from an 
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overall economic standpoint, considering all factors, 
what we get for the products, cost of operation, 

cost of freight and so on. Alli of those factors 
indicate the refining of Canadian crude at Clarkson, 
and that is what we have done. 

MH, FRAWLEY: 2f you could put it in at 
3.16, then you would have a 31¢ advantage in Montreal 
over Toronto, and I put it to you that that would 
suggest that the Montreal refiners would certainly 
be able to maintain their share of the Ontario market. 

MR, CAMPBELL: Your 31¢, I presume, is 
arrived at by deducting 3.16 from 3.47. 

MR. FRAWLEY: Yes. 

MR, CAMPBELL: I don't know that the figures 
are comparable, because the 3.47 is using part of 
the exchange for the relationsnip between the laid- 
down price of imported crude at Sarnia and the price 
of Redwater crude, 

MA. FRAWLEY: I vhougeht that. your Tigure 
Or 3.47 tc what 1t costs you (that is what your 
arrow shows on Hxhibit 5) to put Redwater crude 
into. Toronto. 

MR, CAMPBELL: Well, Mr. Frawley, I am 
airaid thie is @oine to open) up another subject 
ange is poling To complicate 1. 

MR, FRAWLEY: All Iwant to know is what 
does it cost you to take Redwater crude into Toronto? 

MR, CAMPBELL: $3.37 is what it is costing 
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MR, FRAWLEY: Well, if you have to pay 
2,37 at Clarkson and 3.16 in Montreal, why shouldn't 
that solve your problems? I am assuming that you can 
put it in at 3.16. On that assumption, for the 
purposes of my questioning. 

MR, CAMPBELL: Well, before being able to 
specifically answer your question we would want to 


do some calculations on it, but I would just estimate 
that we still could not lay product into Toronto on 
Ghat basis at a lower cost, using 3.3/ for Redawater 
crude at Clarison. That is, the cost of moving the 
product from Montreal back to Clarkson, or at least 
back to the Toronto area, would exceed the difference 
between the two crude costs that you quote. 

MR, FRAWLEY: Why would you have to do any- 
thing of that sort if you had crude into Montreal at 
Pl ioesna- crude anuo Poronco. 2623, 5/%. You would be 
supplying part of Ontario out of Toronto and part of 
Oncarlo oun of Montreal. 

MR, CAMPBELL: We would certainly be supply- 
ing from our Clarkson refinery and some distance 
east of Toronto, and the product would move some 

distance west out of Montreal. 


1 


MR. FRAWLEY: What does it cost to move 
products from Montreal to Toronto? 
MR, CAMPBELL: Well, again this is a very 


a17fTicuic matter to answer. 


MR, FRAWLEY: You are doing it every day, 
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are you not? 


MR, CAMPBELL: We are doing it every day -- 


no, we are nov, Lean sorry. 


What does 


Tearonco? 


MR. FRAWLEY: I meant from Montreal to Toronto, 


it cost you to move products from Montreal to 


MR, CAMPBELL: We are not moving any products 


Troms MoOmores 4 COs Orono . Our cost is one-third of 


the fixed 


inp Cost. 


cost, and our proportionate share of operat- 
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MR. FRAWLEY: Last year you moved -- I 
don't care whether you are today; I want to know 
what it cost you last year to move product from 
Montreal to Toronto over Trans-Northern? 

MR, CAMPBELL: I don't think we have those 
figures with us, Mr. Frawley. 

MR. FRAWLEY: Well, if there is nothing 
contidential about it - - - 

MR. CAMPBELL: We will file that informa- 
tion wius une Chairman, buu again = = =- 

MR, FRAWLEY: Well, of course, just a 
minute: when you say that you will file it with 
the Chairman, I am excluded; so, can you (qe ney we Ne 
4% im any other way than confidentlally with che 
Chairman? 

THE CHAIRMAN: Perhaps we could take a 
ten-minute break, Mr. Frawley, if that would nov 


interrupt your line of reasoning too much. 


~-=-f short recess. 


THE CHAIRMAN: The hearings will now be 
resumed, gentiemen,. 
Mr, Reporter, would you read back that 
last question? 
THE REPORTER: "MR, FRAWLEY: I want 
"to know what it cost you last year to move 
"yroduct from Montreal to Toronto over Trans- 


"Northern, " 
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MR, FRAWLEY: Can you give us that answer 
now? 

MR, CAMPBELL: We don't have’ those figures 
WLoM UWS, 

MR, FRAWLEY: Will you file them in the 
form of a memorandum with the Secretary, rather 
than with the Chairman? 

MR. CAMPBELL: No, we would prefer vO Cae 
those with the Chairman, Mr, Frawley. 

THE CHAIRMAN: Mr, Campbell, do you not 
have a tariff on that line which, Lf doWwere 4 
customer, or if I wished to ship produc: rom 
Montreal to somewhere along the line, would you 
not have a published tariff? 

MR. CAMPBELL: We have a contract customer 
for whom we are moving product from Montreal to 
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THE CHAIRMAN: Another customer would know 
Coae varie Ls 

MR, LOUGHNEY: We will make that available 
to another customer who wished that. 

THE CHAIRMAN: Would that be such con- 
fidential information that would do you any harm? 

MR, CAMPBELL: No, we will file that 
information with the Commission, As a matter of 
fact, we do not have the figures with us. From 
memory only, Mr. Frawley, I believe the figures 
would be 41 3/4¢ from Montreal to Toronto, 

MR. FRAWLEY: What is this 41 3/4? 

MR, CAMPBELL: For the movement of the 
product from Montreal to Toronto. 

MR. FRAWLEY: Let me be clear now. 

MR, CAMPBELL: 41 3/4¢ per barrel. 

MR 
to move from Montreal to Toronto? 

MR, CAMPBELL: That is right. 

MR. FRAWLEY: Now then, I am a little 
confused. What was theinformation that you were 
suggesting you would only file with the Chairman, 
just that 41¢ you are telling us now? 

MR, CAMPBELL: No, Mr. Frawley. Our 
cost per barrel for British-American movements 
over that line will depend on the number of 
barrels we move. Actually we are being penalized 


at the present time in the movements we are making 


1, FRAWLEY: 41 3/4¢ per barrel of products 
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on Trans-Northern because we are paying one-third 
of the total fixed charges for the line pilus our 
proportionate share of the operating COfDs. 

MR, FRAWLEY: Yes. What is this 41 3/4¢ then? 

THE CHAIRMAN: Perhaps I can explain that 
matter, Mr. Frawley and Mr. Campbell can say whether 
he agrees or not. That would be the tavern, charged 
to Mr. Frawley if he were going to ship a barrel of 
product from Montreal to Toronto. 

MR, FRAWLEY: Is that the situation? 

MR. CAMPBELL: That is correct. 

MR, FRAWLEY: Is that a tariff that has 
been filed with someone? 

MR, LOUGHNEY: No, it has not been. That 
is a contract agreement between Trans-Northern Pape 
Line and the company who is shipping over the line 
and Trans-Northern is operating in the capacity of 
Aa common carrier. 

MR, FRAWLEY: That represents to Trans- 
Northern Pipe Line Company a fair Pavitt joa) rae 
rate to charge for a barrel of products from Montreal 
to Toronto, 

MR, LOUGHNEY: That is correct. 

MR. FRAWLEY: What you say is that you 
would prefer to file with the Chairman something 
petter than that because you,as a part owner, are 
en.aecost basis. 


MR, LOUGHNEY: No, we do not say we do 
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better than that. At the present time we probably 
would not be doing as well, 
MR. FRAWLEY: You would do worse than that? 
You would move my barrel for cheaper than your own? 
MR, LOUGHNEY: On the barrels that we ship 
over the distance that we ship on the part of the system 
that we use -- because we do not use the system between 


Montreal and Toronto so our cost per barrel would be 


MR. FRAWLEY: I see, but anyway the public's 
BaLerryou say as: 4a! S/d) 

Ma, LDOUGHNEY:: If Trans-Northern publish a 
tariff. Every barrel moved over the line would move 


1 


at that puolic rate and the rate as presently computed 
is the rate Mr, Campbell has given. 
MR, FAAWLEY: I do not think that we ought 
to pursue this when we have so much to do but you are 
Peep Cerda ne Mmovine Si interprovincia) vrede. 
bit. LOUGH © fer sir, 
MR. FRAWLEY: You are therefore subject to 
Che JuPlasdleuicm ol the: Board Of Transport Comms sioners, 
DR LOUGHNE 2 Yes. car, 


MR. FRAWLEY: But nobody has asked you yet to 


ME. LOUGHNEY:° fnat: is. correct, 
M,. FRAWLEY: Dowantito discuss with you Tor 
a moment the relationship between Montreal and Toronto 


and if you can follow me please with these figures. 


i Sedong’ ‘om ents witeRéxg qe 4A pend! nary otted | ; = 

. ee 4 “act Satay if 3h. Codey. ae PRLS eli. 
| ‘nyo cliow wena vpgtiaen oh force ea, exam, iLcieow poy # 
| 4 t: Mite at rhe nr OS a 570 
yee breigey eG oh (fhe ow Tay SasteeelD. ONY RVG. 
) rooutag amber vei WON Go Qe. Bebo RA or See SW. Tan 


aaa my & msc at ‘“y i“ r Gia uw a: hie ye ie e bn fe Lesion F 


oe SP fot “be YoY ovat 


,. : ~ - ‘ei di ee fe ms ¥ viet =) ae eNaIg 


. ; ‘ofan eo sth pe oe meray a2 Se i vom arLefegt 


OCR nas? Th Syeee msi: Yo, solsp Thelen, Sie 

| | 

in af aieeiiG IOS). 

| vw voy boled es YbodOr Due oe WT WAae «Fath, 

| + Qatead gob el sty 
' . S3atwog Se gal paeoeoey jaf 


sare fa eet fsandneft Aeswind pean fay? patric 
: rs qe Brht: nee seanle- om % ito i sti, 2B es rh 


be! e; 


= at wov Utlw weomedS of dae? aie eer me 


. 1h 20 Dor ae ee 


) 
° 5412 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


fust® 


| 
There is now a capacity at Montreal of 255,000 barrels. 
I think that is your own figure on page 46. But you 
probably know that, do you, without having to refer to 
the page? Yes, there it is at the very top of page 46. 
Thay Le: correct 
MR, CAMPBELL: Yes, 

Mie PRAWN oe as propesed. by BP-to add 
to that capacity by 30,000 barrels a day? Correct? 
MR, CAMPBELL: So we understand, 

MR, FRAWLEY: By Fina by way of expansion 
of another amount of 10,000) barrelsia days right? 

Mh, MCAMPBELD. . Yes. 

MR, FRAWLEY: From that you will quite 
soon have a total capacity in Montreal, of 295,000 
barrett se ada . 

MR, CAMPBELL: That is correct. 

MR, FRAWLEY: What you say on schedule 6 
is that the Montreal refinery demand will go down 
In 2O62)tor2eO,6 thousand’ barrels 4 day. 

Mn CAMPERIGS: That Terrien 

MR, FRAWLEY: That is Montreal. Now, we 
go to Ontario, There is a capacity now of 45,000 

barreis eo day: correct? 

MR. CAMPBELL: I think that is correct, 
Meee awley,  . whllsaccept that. 

MR, FRAWLEY: And Canadian oils are intend- 
ing to increase that by 20,000 barrels a day. 


MA, CAMPBELL: Yes, I have seen some 
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information, 

MR, FRAWLEY: And Cities Service by 
20,000 barrels a day. 

MR. CAMPBELL: Yes. 

MR. FRAWLEY: And Regent by 14,000 barrels 
a day. 

Niwa CAMPBELL Yes. Ipchhink ath Ta «=. 

MR, FRAWLEY: So that will give us a 
refinery capacity in the Toronto-Hamilton area of 
265,000 barrels a day. 

MR. CAMPBELL: LT -think that fi@ure includes 
they Sarnia. area aswell. 

MR, FRAWLEY: But vou. say the demand will 
go up in 1962 to 308,000 barrels a day. That is 
somewhere in your figures. 
fhe <CANPRELLe Yess ds bpewsteve srize 4 
MR. GRAWIGE Vite US Ce da e2 Ct, DS te Neue 


4 


So there would be 40,000 barrels a day added to 
the present Ontario capacity, is that right? 

Vk. CAMPBELL: That would be required, 

MR. FRAWLEY: Mr. Campbell, my question 
is pretty obvious: would you tell the Commission 
where the economic wisdom is of increasing the 
capacity in the Toronto-Hamilton area by 40,000 
barrels a day so that you can idle 70,000 barrels 
a day in Montreal? 

MR. CAMPBELL: Well, Mr. Frawley, it comes 


back again to the market being -- the major market 
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being in the Toronto-Hamilton area and the relative 
cost of moving that crude to Montreal and moving 

the products back to where the market is. 

IR, FRAWLEY: Now, I want to go to some- 
thing else. Mr. Lilley of McColl-Frontenac tells 


4 1 


us that he thought that the tri-state area was 4a 
good one, quite a good one, a good place to look 
for some expansion of our crude market. Do you know 
‘fiat he Gaia Ghat?” if you doe not, would you take 
it from me that is what he said? 

MR, CAMPBELL: I will take it from you 
that 2s wiaw he: Sai. 

MR, FRAWLEY: Now, this just indicates 
that opinions differ becausewe ga to page 15 of 


three levels --", 


}H 


your brief and you say: ‘At al 


4 


at the end of tne page: ‘AC all three levels of 
xport demand it has been assumed that the export 
market in the Mid-Western United States will remain 
constant throughout the forecast period, at the 
level of demand of 60,000 barrels per day anticipated 
for 1958. This assumption is based on the fact that 
there have been no announced plans for new refineries 
in the area." 

That only means that is your honest 
opinion after your survey of the situation. 

MR, CAMPBELL: That is an assumption we 
made in calculating these figures for presentation 


to the Commission. 
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MR. FRAWLEY: If Mr. Lilley put on the 
record what I am instructed he did put on the 
record, he also had his honest opinion after he 
made 2 Survey. 

MR. CAMPBELL: I would assume so. 

MR, LOUGHNEY: Just a moment. May I 
read the next paragraph on page 16? 

MR, FRAWLEY: I hope this is not one 
of these cases where I overlooked reading a part, 

MR, LOUGHNEY: "As will be explained later 
in this submission, Canadian crude oil has a competi- 
tive advantage in the Superior and St. Paul- 
Minneapolis areas, While quota restrictions on 
imports may limit the volume of Canadian crude oil 
MOvVine into thie area in the immediate future, over 
the longer term there is every reason to expect a 
substantial growth in this export market in excess 
OE the present Level of demand of 60,000 barrels per 
day." 

hoain Ono pace Joe) “in tae Dis Faul- 
Minneapolis area, again, by reason of its relative 
proximityandestablished pipeline connections, Canadian 
opude oil ig in a strong competitive position in the 
St. Paul-Minneapolis area of the Mid-Western United 
otates. 


The major portion of the product demand in 


CH 
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this area is supplied by products shipped there b 


pipeline from refining centres to the east and south, 
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Even in the face of this competition from pipeline 
products, Canadian crude oil has established itself 
in this market. The largest refinery in the area 
was constructed expressly to take advantage of the 
accessibility and price advantage of using Canadian 
erude O11, 

Moreover, because of the remoteness of 
the St.Paul-Minneapolis area from Tidewater sources 
of supply, the competitive position of Canadian crude 
is reasonably assured." 

MR, FRAWLEY: But what I am calling to 
your attention, Mr. Loughney, is that at the bottom 
of page 15 you told the Commission that you were 
using that figure of 60,000 barrels a day throughout 
Si -OF  yoursctalcwleatilons. 

MA, LOUGHNEY: That is correct, We stated -- 
we assumed the 60,000 barrels a day because that is 
the assured market that we can see ahead of us. We 
already have it, as a matter of fact but that does 
not discount the future possibilities on the long- 
term basis for further expansion in the area as 
Mr. Lilley just stated what he called the tri-State 
area. 

MR. FRAWLEY: When you are talking about 
"near-term" and "long-term", I am considerably 
interested in those words from the standpoint of 
the independent oil producer in Alberta. Do you 
agree with me, Mr. Loughney and Mr. Campbell, that 


these expressions "near-term" and "long-term" are 
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purely relative. 

Mie LOUGHNEY: IT) don't think =~ I think 
what you are trying to say is that there is no 
hope in sight for the present, Is that what you 
are relerrine cor 

Ma, PRAWLEY: No, loam only trying, if 
1 ¢an,.co analyze with you for just a moment the 
meaning of these words "near-term". I suggest to 
you it has one meaning for the major international 
oil company and it has quite a different meaning 
for a small independent Alberta oil operator, 
What do you say about that? 

MR, LOUGHNEY: Well, I say that we ali need 
income to keep our business going. Ye hurt just as 
bad in some spots as some other people, 

MR. FRAWLEY: I will take you right up on 
that answer, Mr, Loughney. I say that you do not 
Need Lo neariy as padly with your millions. and 
millions behind you -- you do not need it nearly 


as bad as the small independent oil operator needs 


a ie 

MR. LOUGHNEY: That isyour opinion. 

MR, BPRAWLEN: That is right. 

MR, LOUGHNEY: I do not necessarily agree 
WL Tied T . 


is a difference in the capacity to wait out this 


MR. FRAWLEY: Well, surely, surely, there 
present situation. Surely you are far better able 
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to do it with Gulf behind you than Kolata Oils I 
mentioned the other day. 

MR, LOUGHNEY: What we have attempted to 
say in this brief and apparently we have not done 
too ¢00d a job on it, 18 that we are not waiting 
4G o0uu. We are trying to do something about iv, 
We think we have done something about it as far as 
marketing further demands in the Toronto area. As 
a company we feel that we are doing a credible job. 
We have reduced our imports at Montreal. We have 
increased our takes in Ontario. We do not feel 
that this long-term or near-term is something That 
is away into the future -- I should say the long-term. 
We think that there is going to be improvements in 
Canada in the latter half of 1953 as this long- 
SuUpUEy avenvOry bOSLtU1ON Ls corrected, We think 
that there will be a gradual improvement. 

MR. PRAWLEY: Mr. Loughney, you said 
you were trying to do a food job. 

MR. LOUGHNEY: Yes, 

MR, FRAWLEY: The last impression I want 
to leave is I think that B-A is not trying to do a 
good job. Let us be clear about that. 


MR, LOUGHNEY: Thank vou, sir. 
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MR. FRAWLEY: What I am talking about is 
that when you are talking about our having more 
export coming from the United States, more export 
Coming heres: [esa you arewup.acainst a-policy.in 
Washington now that makes that exceedingly difficult. 

What do you say about that? 

MR. LOUGHNEY: Well, we have, in our 
recommendations, M . Frawley, suggested that dis- 
CUSSLONS: at high levels between the.respective 
governments of Canada and the United States are 
certainly in order, and that may be one way to 
eOrrect TLué,situatvon, 

MA. FRAWLEY: Well, you see, discus- 
S20nS DeuVween CiGeerince Minster of Canada and 
the Administration in the United States, the 
difficulty about that is that the Administration 
in Washington is separated from the Congress, isn't 
it? 

MR uOUGENEY : wee.. 

MR. FRAWLEY: And it is what Congress 
WanpentO Go thav is of importance in the. United 
States? 

hin, LOUCTNEY: That is cconrect. 

MR. FRAWLEY: And you know perfectly 
well, whether you subscribe to the Independent 
Petroleum Association of America monthly or not, 
you know that there is a tremendous effort being 


made every day to keep foreign oil out of the 
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United States. 

MR. LOUGHNEY: Thee is opposition the 
other way, too, you know. 

MR. FRAWLEY: Where is the opposition 
coming from? The majors? 

MR. LOUGHNEY: ee ae g 

MR. FRAWLEY: But, at the moment, the 
independent operators, aided and abetted, apparent- 
ly, by the Sun O11 Company, at the moment have the 
Upperhand, haven’. tney? 

MR. LOUGHNEY: Well, at the moment I 
think the upperhand is that, in fact, there is 
just more crude oil than anybody knows what to do 
with. Whether the independents or the majors have 
LG, you Can euess Tor yourselr: but L think the 
majors have the larger part of 170. 

MR, FRAWLEY: Whatever it is, Mr. Pew, 
Be UresiaenL Gl pum .O1t, thinks that 2G as 
supplanting, nov supplementing, the domestic supply 
aver there., A Tov of people think the way he 
thinks. 

MRO ULOUGHNEY: TT amosure they co. 

MR. FRAWLEY: And that is why we have 
these Bills in Congress now, seeking to turn the 
wolluntary restriction into a mandatory restriction? 

MR. LOUGHNEY: Wie aS Piet, 

MR. FRAWLEY: { put it toe you; as a 


matter of immediate fact, that the independent 
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Alberta producer has a pretty hard time, and a much 
harder time than you have, keeping his spirits up, 
when 65 per cent of his product is shut back. 

What do you think about that? 

MR. LOUGHNEY: Well, there has been no 
discrimination as far as the cutbacks are concerned. 
The pro rationing system that we have in Alberta 
has made us all share and share alike. 

MR, FRAWLEY: Li te 2 S000 syserven. 

MR. LOUGHNEY: Tt works very well, right 
now. 

MR. FRAWLEY: We did not want it, you 
know. The industry, foisted it on us, didn't they? 

MR. LOUGHNEY: Well, we like to be fair 
about these things. 

MR. FRAWLEY: bec me pub thie question 
to you, Mp,. Loughney: 

Tf the United States oil companies with 
interests in Alberta are not concerned with taking 
our crude oil in greater quantities, anyway, than 
they are now taking it, certainly they are not 
making any special effort to hep te] fireD OF 
aliwek tii thet s 2 TaLy statement, surely, 
that the United States oil companies with inter- 
ests in Canada are not making any special efforts, 
as refiners, to take our crude oil. 


Now, is that correct? 


— MR. LOUGHNEY: Well, there has been some 
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evidence submitted before the Commission in the last 
week which would indicate otherwise. 

MR. FRAWLEY: iy The Pueer Sound, you 
mean? 

MR, LOUGHNEY: ¥ea. 

MR, FRAWLEY: There have been some ex- 
pressions of what they hoped to be able to do. In 
fairness to the Shell O11 Company, what they said 
here, which was not in accord with the informa- 
tion they filed with the Texas Railroad Commission 
-- and I am certainly willing to accept what the 
president of that company told us here -- you are 
quite right about that. 

MR. LOUGHNEY: And I believe Mr. Lilley 
made a2 similar statement, for the Texas Company. 

MR, FRAWLEY: Yes, he sala Ne was going 


to take some percentage of crude for the Puget 


, Our te £o you that 21 that fe tae satus 
tion there that Canada need not be very solicitous 
about shutting back Venezuelan crude produced by 


thos integrated companies like Gulf and Jersey and 


Texas. 

What do you think? 

MR. LOUGHNEY: Me. Frawley, IL agree with 
you that there is opposition -- I think that is what 
you are suggesting -- to taking Canadian crude in 


the United States. IL think they have a situation 
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there of long supply that must be corrected first 
before they can look for imports, and l believe 

that the Independent Producers Association i7 vie 
United States -- I correct that: it was the State 
of Texas Legislature that suggested tha. wiere 


should be, say, a favoured-nation granted to Canada 


ortnewamoorie Of teGude. 
In other words, they favoured treating 


Canadian crude differently to other crudes, so 1 
think) pyeand laree, you will find that the United 
States refiners and the producers look forward to 
Canadian crude coming into the United States in 


larger quantities when conditions in the United 


States will permit it. 


PRAWLEY: S... DU, yOu, AioWw, per 


MR. Ye 
haps that would be a good thing to put to you now. 


You know, Mr. Loughney, here 15 the way I sum up 


your abbitude wo tote question: 
Montreal is a sure market, it is Lay kOe 


own country and we know the size Of MG angs to 
as a sure market. 


thai iek Gen ae. b, COULG, De 
is rather difficult to 


LS 


Puc, in your opiniton,, 2. 


get there, economically. 
That is, perhaps, not an unfair way to 
Montreal 


deseribe, shortly, your view about the 
market? 
LOUGHNEY: We consider it inadvisable 


MR. 
and, in view of the economics as we see it -- 
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MR. FRAWLEY: You say that while it is a 
sure market it is Economically difficult to get 


there, even though it exists there and there are no 
legislative restrictions to your getting there. 

MR. LOUGHNEY: it is more than building 
a pipe line; you Uncerstana . Tet LS ey one cost 
consideration, inere Te aiereat, deal, of Gevelop— 
ment work that must be done, a great deal of new 
reserves that must be discovered to support 330,000 
barrels per day. 

MR, FRAWLEY: lam elad you said that, 
Mr. Lougnney, because, if you don't mind, my comment 
Chel Gere y and LE puL Bi vo you seriously, that that 
is a very fine thing and that the national interest 
will be well served by the extra millions that must 
De expended 32 we pulid 4 pipe tine to Montreal, 

Did that strike you? 

MAY. LOUGHNEY: Yer. 2b Gia, “andemay 1 
aad 2 word? 

MR. FRAWLEY: You may have several words; 
i mean, as far as I am concerned. 

MR. LOUGHNEY: We think that the steady 
and healthy crude o11 situation in the industry is 
very cesirable, but we are concerned that when we 
try to increase our reserves too rapidly that the 
cost of revlacement barrels becomes higher and it 


if a matter of a diminishing return, as far as the 


—_—_—_——_ producer is concerned. 
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MR. FRAWLEY: Just one further point, 
perhaps, before I pass to my final question: 

The Portland-Montreal pipe line, of 
course, is a deterrent to our crude getting into 
the Montreal market, isn't it? 

MR. LOUGHNEY: Well, a@ deterrent in 
what way? 

MR, ®RAWLEY: Well, it is a pretty con- 
venient facility to get Venezuelan crude up into 
Monurea 1. 

MR. LOUGHNEY: Well, to the refiners in 
the Montreal area and the consumers of products in 
Quebec it has been a very fine thing. 

MR. FRAWLEY: Ohis Ves. )eiir elimee se ices 
but it enables you, when you are making up your 
figures, to show an extra disadvantage, under- 
Buandebivoec , ~.feeinet Alberta crude. 

MR. LOUGHNEY: Yes, and 0uUite=properly 
SO. 

R. BRAWLEY: I am wondering wny the 
products line from Montreal up into Ontario has 
not been a deterrent to the Montreal refiner for 
expansion in Toronto, whether he is a Montreal 
refiner -- they seem to be in both places -- but 
whnyie that not. a deterrent to the Toronto refiner 
trying to expand? 


MR, LOUGHNEY: Well, I don't quite 


follow you. 


—_ 


—_ 


7 se 


— 


Neale 


| 
| 
| 


Ti 


cv ae 


eo CaM D, Ae 5 Bais * 


cypoeed ond re iat eerie i QHaOROS ‘wt aplepsqee: Bi. 
fe | Ly ay” fhe aa Be 40 a MISE on —- nent, ‘7 


“ 


bie Te ee fae AN we Sebi oa 
. , | ‘ i LL), SREP che Ty inane iets vm 
| ‘3 si a leks + ae Sneek eh: * a “hicteNes "i : 
| Sgt 0) teva ‘a aleie Tastidiacll a chy | 
1h Se Se ee yao: AM | 
Aeaeete : rar nn | dome 
A tog i aE eae 


* 7 " usb rer wy - i ny ape Ne i? foe) Ire inev 


¢ Ws : oy , Yoo - ii at 
By > 
os es oe ee 
‘i! bap aes “Leedinot: omg 


aT A eet 
SPT Aa: eo utSmer: eae ti ahs vadem 


Fy’ EY A am 

: | : 

are. Pea ee ae beta 

+ Mow, ade. Ney, seldend of tier 

CUpeal hy Bitte ain Wonue hy). watt 

aie A. fois Ge OR atieincan 
eee (it GOR @eieed NaS ce 

» 08 


To rVEIWAT AM 7 


28 


ood qe feontaeh wort sale: aseuboug | 


o ~ Ao va 
az Le 30 (Se, Sh, of ‘tooiadot asso ‘ton | 


an’ 


ANGUS, STONEHOUSE & CO. LTD. 5426 
TORONTO, ONTARIO 


MA. FRAWLEY: Isn't the Trans-Northern 
pipe line G deterrent to the Toronto refiner seek- 
ing to extend his market eastward? 


MR, LOUGHNEY: Well, it can be reversed 
and will be reversed in 1962. 

Mi. FRAWLEY: According to your prognos- 
tications; but, at the moment, it is a deterrent, 
Es) 9 Oe wes Be 

MR. LOUGHNEY: We are not using that 
section of the line, but three other companies are. 

Does that answer your question? 

MR. FPRAWLEY: Yes, as to one company that 
is usin To Lows, perhaps, a deterreny. 

Now, you told us yesterday you had some 
long-term contracts with the Mene Grande Company, 
oie Gulf subsidiary,for supply. 

MR, CAMPBELL: Yes. 

MR, FRAWLEY: One endinevain 1964 and. one 
ending in 1966? 

MR. CAMPBELL: 1965 or 1966, 

MR. FRAWLEY: You regard those as being 
justifiable contracts for a refiner to make with 


those suppliers? 


ev 


. CAMPBELL: Less. 


st 


Mi 
MR. FRAWLEY: No doubt about that. I am 
wondering why it would not be equally unobjectionable, 


Pougeen av 2s worsu, tor these Montreal refiners 


to enter into similar long-term contracts with the 
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Eamonton-Montreal pipe line. LT 2b 28 CoOod an 
one place, why isn't it good in another? 

MR. LOUGHNEY: Where does the Edmonton- 
Montreal pipe line get its crude? 

MR. FRAWLEY: I don't think there is 
any other place to get it than from the Alberta 
fields, 

MR. LOUGHNEY: Are you going to enter 
into long-term contracts with producers? 

MA. FRAWLEY : I put it to you the way 
you 2S DUutving 2c co. me. tI say if long-term 
contracts for Venezuelan crude is a good thing, 
what is bad about long-term contracts with Alberta 
producers’? 

MR. LOUGHNEY: Nothing bad about iv. 

MR, FRAWLEY: I thought that somebody 
indicated here that that would be something that 
was not very good. 

Now let me finish up by putting what I 
started to put to you a moment ago: as I see your 


Fo to Montreal 


© 


solution, you say that we should not 
because, while there are a lot of barrels of crude 
refined there each year, it is somewhat economical- 


ec] 


ly difficult to get there. 


v 


ch 


1a) 
6p) 


Is there anything wrong with that 
broad, general statement? 

MR. LOUGHNEY: A) Der en i 

MR. FRAWLEY: Then 


you turn and say the 
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solution really is to seek (I am leaving aside the 
Ontario market; we have said all we can say about 
that, 16 tank, “thevores end cons of it), but I 
would say, in parenthesis, and you would agree with 
me, that that is more or less cur legitimate objec- 
tive. Nobody should try to take the Montreal mar- 
ketGaway trom “ws ,"Wihour the, Interprovincial rerinery 
already in there 

aay lee alr venom, Lente Toy 

Ded Peseyry Montreal ? I mean Toronto. 

MR. LOUGHNEY: Yes. 

MR, FRAWLEY: Mies Leora USL eCauLy 
reasonable objective on the part of the Alberta 
producer to take the Toronto market and any war- 
yantea extension from Toronto and all of Ontario, 
because of the physical fact that Interprovincial 
is already tied in. 

But, as to your export from Puget Sound 
ana the Middle West, you put it, I say, tous, that 
the economics indicate that it is easy to get 
there, that 26 “correct; to Puget sound and the 
Middle West, but that nobody knows when we would 
ger There? 


MR. LOUGHNEY: Well, we are already there, 


a) 


amgeiar a6 a2 pipe line is concerned, and we are al- 


ready there as far as markets are concerned. 


MR. FRAWLEY: But we are not there to 


any very large extent in the number of crude 
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oil barrels going in there? 

MR. LOUGHNEY: Well, we have given the 
numbers here im the: brief. 

MA. FRAWLEY: I say what is wrong with 
your looking to the export market is that as far as 
anyone Can see today, the amor restriction pro- 
gsramme seems to be getting darker instead of 
brighter. 

Isn't that what seems to be the situation? 

MR. LOUGHNEY: No, I don't agree with 
that, Mr. Frawley. 

Mi. CAMPBELL: Me. Frawley, may IL inter- 
rupt for a moment? 

MA. FRAWLEY: Leo. 

MR. CAMPBELL: One of my associates. here 
nas.pointed out. to me that the Kiard Bill, is, before 
Congress at the present time and that puts the al- 
Location quotas in the President's hands. YOU 
were referring to Congress a Tew minutes, ago. 1 
eMenot 200, sn tar with it... but. o. wile cerrainly 
inform myself about that. 

MR. FRAWLEY: basen oli, laste rien 
to Washington for a copy of that. 

The independent petroleum people seem to 
ljkerit, so. i am just. wondering, how.good itis, for 
Us ,i1. they like it.so much. 

That is all, thank you. 


THE CHAIRMAN: Mr. Loughney, have you 
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or your colleagues got with you a copy of the last 
annual report of the Union of California? 
MR. LOUGHNEY: I am afraid we haven't. 
THE CHAIRMAN: LeU Una b Very Oa. 1 oul G 
to obtain? 


MR, LOUGHNEY: I think we can obtain one, 


THE CHALRMAN: Couid you let us Have 2a 
Copy aS soon as you can fet it? 

MR. LOUGHNEY: Yes; Sir: 

THE CHAIRMAN: Would you tell me: are 
the accounts of your American subsidiary consoli- 
dated with its parent company? 

MR. LOUGHNEY: Yes, they are. 

THE CHAIRMAN: is the subsidiary required 
to file a balance sheet and profit and loss state- 
ment with any public body in the United States? 

MR. LOUGHNEY: Tt may be filed with 
the Securities and Exchange Commission in the 
United States, but we are not certain of that. 

THE CHAIRMAN: Would you have any ob- 
jection to filing it with the Commission? 

MR, LOUGHNEY: No, We widi Tite 2 copy. 

THE CHAIRMAN: Thank you. 

Mr. Loughney, what would be your view 
with respect to Canada's over-all reserve situa- 
tion in the event that Canadian crude did supply 


the Montreal market (assuming, for a moment, that 
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it does) and also the export situation develops? 

I know we have had the charts, but do you really 

feel it would impinge on our reserve situation as 

time went on, that it would be a bad thing? 

MR. LOUGHNEY: As far as the reserves 
are concerned, Mr. Chairman, we feel that there 
are ample reserves in Canada to take care of 
that demand. Our concern deals more with the 
speed of development than it does in the develop- 
iMe OL Tie Loree us peserye:. In other words, 
2, would pul industry in a forced position to 
develop the reserves and deliverability that 
would be required within the period of time, if 


a pipe Jine was built. 
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THE CHAIRMAN: But LI think I put this 
question .n substance to Mr. White. The further 
production which would be required in Western 
Canada of Canadian crude to meet the demand in 
Hastern Canada in the event of a pipe line going 
40 Montreal would greatly stimulate the further 
drilling and exploration of oil in Western Canada. 

MR.) LOUGHNEY : That see Crues Let me 
see if I can answer you this way. since the 
beginning of the industry in Canada we have dis- 
eovered (3.5 billions of virgin reserves: thy 

rder to build up the reserves to provide the 
deliverability, we would need, under the Case eC, 
which we describe, which would be the export market 
plus the Montreal market, ox fepiilion barrels, 
which is greatly in excess of what we have 
discovered today, and that would have to be done 
thos relativeiyeshort period of time, We have 
estimated the cost of developments, and we feel 
that that would be a major undertaking, no question 
apoute. Tatouthke industry: IT think a good steady 
growth in the industry is a eood) thing, certainly 
from our selfish interest and the interest of 
others. But to develop that quickly will add, 

we think, to the replacement cost of reserves; 

and, furthermore, the prices to the {novetcrye are 
again in a position of yeopardy to the extent that 


our markets were built very quickly and then we 
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reached 4 recession period, a period of over-supply, 
and then the industry is in trouble. 

We think the same thing could happen 
again, We built these big markets in Canada and 
in the United States, and, as in the past, we have 
rPeacied 2 gerlod “kn awiich our economy. is not as 
f00G as if has been, and the question is, what 
happens to our demand? The next time could be 
Very Much more serLous than this, 

THE CHAIRMAN: Wouldn't that trouble 
be greater and the impact be much greater if it 
were a mavuer cf exports being cut off rather than 
the gradual decrease in demand in a domestic mar- 
ket? Wouldn't the impact on the industry be 
Less from the: latter than from the former? 

MR. LOUGHNEY: Well, we matched that 
UpIWLUA OUR posi cLOnsin the: USS. Last year 
The United States added more reserves than they 
consumed, and 1967 we believe is now considered 
to be the peak year of production in the United 
states, and then the United States will become 
dependent on sources of crude other than their 
own, So the situation in the United States 
should be looked upon, in our judgment, as a 
favourable market area for crude. 

The CHAIRMAN: But it is an uncertain 
area, isn't it? 


MR. LOUGHNEY: It is uncertain at the 
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present time, but unless something happens in way 
of discoveries in the United States, which is 
completely unforeseen at the present time, it is 
a market which will become more certain in our 
judgement. 

THE CHAIRMAN: As far as Canadian 
crude or as far as importations into the United 
States is concerned? 

MR. LOUGHNEY: If imports are made into 
the United States we think it applies equally to 
Canadian crude because of the proximity of the 
crude , TI am speaking now of the mid-western parts 
of the United States and the west coast area. 

HE CHATRMAN: I think that, while you 
make that statement, you would probably agree with 
me that ~- I put these words into your mouth -- it 
could but would not necessarily? 

MR. LOUGHNEY: Well =p ood ands. ae 
near we think; 2p wel. 

THE CHAIRMAN: But Canada would be then 
depending upon the political stresses and economic 


policies of a foreign country, friendly though she 


may be. Ine uepeheorress, rant erie? 
MR, LOUGHNEY: Yes, Sir. 
THE CHALRMAN: Am ZL correct in assuming 


from an answer you gave to Mr. Pattillo that as 
far as B-A is concerned nothing would be gained by 


the industry at the present time getting together 
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to try to increase the use of Canadian erude short 
of a Montreal market? I got the impression from 
an answer you gave to Mr. Pattillo that you didn't 
think there would be much gained in the industry 
getting together at this time to see whether 
Canadian crude could be utilized more extensively, 
quantitatively, in Canada, that British-American 
Ze, COLne ahi cout, Bnd that: wae-al le Am 

L correct? 

MR. LOUGHNEY: Welt, l-don't belveve I 
said quite that. (aeons So excess of refining 
capacity in the Ontario market, and to the extent 
that that could be utilized it would create a further 
demand for Canadian crude, As far as we as a 
company are concerned, we feel that we have gone 
ao i0f ab We Can im Utilizing the crude, We 


buiiyr Clarkson reianery up vo the largest extent 


an 


to refine products. 

THE CHAIRMAN: SO you would feel as a 
company there is nothing further you could do 
physically in that regard? 

MA, LOUGHNEY: Weld, 2c could be done 
physically, yes; we could move crude further east 
from our Clarkson refinery into the M ntreal area -- 
our products, rather -- but it would be rather ex- 
pensive. 


THE CHAIRMAN: Don't you think that by 


{ 


wre 
ene 
; Pare nay oid jad. 

. . 7 i oe ak. | 

rors ohvud fe soetad te sau ott paserant oF wed oe 
‘wees antecotamt sid ty To Poem fsantiott 2 fo 
grohoh woy tak allie yee ee pyee or ane AB. 
wrtpubel ors Ga Rented «loka oe: Bewoy ete: wen a 
ids cog of omit Get Ta aerbego? Buigses 

tee ator few Dito ad Bipoo cous CeLPBISo 


tert! . cherie ad .Vlev iss v asnabp 


£ 
7 
= 
‘ 
; 
cy. 
~? 
pa 
a 


re Ls wf ica ar, 7's no Mix mae ios J i, Ls 34 20D. ef 
Yysatveo I 


ifad sob Z) patew S¥SUHQUGL . A 


a a ; (2 fw iL egenl i Be “0 LD Diss 
THadx + > bee: <Uasrtan savnO. emf, ml Yo.aagae 


sou » sto Plode df boektlew oo BLaGy Teme aa 


spcun asdbent) sot Sosaeg 


P ai 
. % Yai SW gDOMVP geo, 928 YRLGNOS 
* ~» oe * Ls 
ELS. tha Tie SW ate5 1 PR 
# at Cae t ge rs aL $ 4 53058 Ly op tag 
ee ae pee par Pe a . 
a —;~ 
», PISO SESS a og 
’ 5 2 or = a TT piP r A i A 
Bae Pt APO NEES 
3h : + 2 gor) ari osoe Ge Oisit UNsEmog, 
? Ay 3 
Thague: wed? me Ylleacegsge : 
‘ 
j ’ Ke Zz 
ats off kui, tl ~fiSe soni HOS ~ ih 


jepo nodtum abato ovonm BblgOo, SW Anse Alias lea - 


.- £978 Daensda i) avht cans yeoghies apedaiea ee OEY. 


iy 


ANGUS, STONEHOUSE & CO. LTD. 5436 
TORONTO, ONTARIO 


sitting down and talking with other members of the 
industry frankly and fully on this problem the 
British-American would have a contribution to make 


to a solution of the overall problems? 


MR. LOUGHNEY: ~es, We coudd, 2 Beda eve 

THE CHAIRMAN: And you would not be averse 
to that? 

MR. LOUGHNEY: No, we would not be averse, 


THE CHATRMAN: If there were no legal 
complications involved? 


Mn. LOUGHNEY: Yes. 


THE CHAIRMAN: I didn't think your answer 
this morning was quite clear on that. There is 


no hesitation on your part to cooperate with other 
members of the industry in reaching a solution in 
this regard. 

MR, LOUGHNEY: tee tae eee i 

THE CHATRMAN: Although it may be only a 
temporary solution. 

C am hopelessly confused on this refinery 
operation. I don't know whether I blame Mr.Campbell 
and Mr. Pattillo or Mr. Frawley. In any event, 

I am confused. I gather that the major market for 
Montreal products is in the Toronto area, 

MR. CAMPBELL: It is certainly a major 
market. 

THE CHAIRMAN: The major market, certainly 


as far as your refined products in Montreal are 
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concerned. 

MR. CAMPBELL: It was, but I think we 
have indicated that we are now supplying that market 
from Clarkson. 

THE CHAIRMAN: And notice has already 
been given to those other refiners; is that correct? 

MR. LOUGHNEY: Yes, that is correct, 
the two refiners that are presently shipping into 
the Toronto area over the line will ship products 
out of the Toronto area. 

THE CHAIRMAN: Let's assume a pipe line 
DULIC to Montreal . Would there be any disturbance 
to-rerinine operations in the Toronto and Hamilton- 
Great Lakes area, Sarnia or any disturbance in the 
Montreal area. Would it not be simply a replace- 
ment of erude from one source of crude to another? 
I realize your tanker problem, I realize your 
Portland-Montreal pipe line. Let us leave those 
out of it and let us assume for the moment, not 
saturation of the Montreal market, say, a pipe 
Jime With a capacity of 200,000 barrels per day. 
What would happen to your refinery operations in 
Montreal and the Great Lakes? Would it make 
any difference? 

MR. CAMPBELL: With 200,000 barrels 
per day, Mr. Borden, there would still be imported 
crude coming into Montreal or some of the refinery 


capacity in the Toronto area might be reduced. Tt 
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would depend on the overall balance. 

You have in mind that refineries would 
now be Constructed. For instance, the Shell re- 
finery which is being proposed for Bronte, that 
conceivably might not be built if crude was going 


into Montreal. 


THE CHALRMAN: Tell me why, Mr. Campbell? 


MR. CAMPBELL: Because, of the possibility 


OPeL INS ePrelininecapacsty insMontrealmof Shed. 
We don't know what their position would be in that 
regard, but itvacouldiafirect: extension in the 
Toronto area, 

THE CHAIRMAN: IL don't follow that, be- 
cause at vou substivutce. 200,000 barrels per day of 
Canadian cruce in Montreal: for foreign. crude, how 
does that aifect your refinery runs? Assuming 
the information that the industry has @iven us in 
the last few days... it is just the: same. quality of 
Chee. 

MR. CAMPBELL: I was thinking from the 
British-American point of view if you laid 
Canadian crude into Montreal in the quantities 
that you have indicated. This would be based 
on the price of crude at Montreal and Toronto. 


3.16 


The price of +736 has been quoted for Redwater 
at Montreal. We don't accept that as being 


the laid-down price at Montreal. 


THE CHAIRMAN: Assuming for the moment 


, | : Re a ne “J 
itt oy \. Sah Y Ae e te ) 10 vg eel ats 5 
2M in are ‘me v 
Par ay a 


ons haar Rela, ot Sve 


a 


a ipo 


Wee iWiIBAGI- 


Sie 


Sy i, 
io lei wee aa 


Le 
a2 


a . . Vi," 
in ey 
se = 


+30 Ef date tonnes 


Pan | 


Mies ca 
faerdack “etn. 
, a 


Ze 
Paes 2 a 


en pg <iniyh= a ie 


ny aM 


Sate oe Es ee 


pe ty, le. 


aE ‘ebiri rab at 


salt ‘ts e 


ae ketal: bie asa 


=) ‘ vey : 
ae ee = | 
ihlbes , i eee eyesoy 8 aob" 


ANGUS, STONEHOUSE & CO. LTD. 54. 
TORONTO, ONTARIO 


that Canadian crude could be laid down at Montreal 
in a quantity competitive with the crude you are 
now proposing to bring in to Montreal, or on the 
Same basis, would there be any change whatsoever 
in your refinery plans in the Great Lakes area or 
the Montreal area or would the industry be 


affected in any way? 


MR. CAMPBELL: On the pasis or 3.15 4 


' 
i 
Gir 


might speed Montreal up and slow Clarkson down, 
If an independent pipe line was built which could 
lay crude into Montreal w 2.10, then the existing 
facilities laying it into Clarkson at 3.37 -- 
that might move the area a little bit between 
Montreal and Clarkson. But aside from that I 
don't think it would make any difference to our 
plans. Me. Chacpmen. 

THE CHAIRMAN: Ai, Jor “Gouree., 1 fo laq 
were competitive, if the price were competitive 
to what the Montreal market is now recelvane by 
way of foreign crude, surely it would make no 
difference whatsoever. 

Ma. CAMPBELL: NO; DUT Vou (Stith have 
the matter of moving crude to Montreal and the 
Cost Of moving it back to a major market in Ontario, 
From the British-American Standpoint today, we 


4 


would run the crude at the C arson refinery and 


other refiners would be faced with the additional 


cost of moving it to the Toronto market. 
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LG CHAIRMAN: So that you say the 
Montreal area has an excess of refining capacity 
if 1G were not for the much cheaper foreign crude 
that comes in there? 

MR. CAMPBELL: hey te rien ty 

THE CHAIRMAN: But then the demand, with 
the exception of two or three years =— bring 1¢ 
down to 205,000 barrels -- goes up, and that would 
be rectified in due course? 

MR. CAMPBELL: Mee Wes, Losotuninic,, andi 
cate in our brief that we consider that would not 
m, that: it would on our 
calculations idling capacity to the extent of 10 
per cent or 15 per cent at the present time. 

THE CHATRMAN: Well, then, Lb Nas been 
Said to the Commission that in considering the 
Montreal market one is turned back to the thought 
or suggestion that any pipe line to take crude, 
Canadian crude, to Montreal must be built by the 
government. 

Now, Suppose that were done -- and this is 
PUrEIY Suppositicn -- presumably there would have 
to be this quota or embargo that has been talked 
about on the entry of foreign crude into the Montreal 


2 


area or foreign crude in excess of whatever the 
difference might be between the Canadian crude 


that is taken there and the demand. Can you give 


the Commission your views as to what effect that 
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might have on the price.to the producer in Alberta 
under pro rationing? 

MR. CAMPBELL: I would think, Mr.Chairman, 
that any quota or embargo or tariff might tend to 
Stabilize the price at the producer's well, keep 
the price higher than if it were in unrestricted 
world competitive crude at Montreal. 

THE CHATRMAN;: But it would not force 
the price up? Producers would sell, would they 
not, as long as their price was not below what they 
are getting Under pro rationing? 

MR. CAMPBELL: I would think so. 

THE CHAIRMAN: ney wouldn't hold back; 
iisy ere Very anxious to cet rid ‘of their OLe. 
aren't they? 

MA, CAMPBELL: i Think 20 28" abe 
apPerent Gilat tat. 2s 80, 

THE CHAIRMAN: How could the Maritime 
Provinces Situation be dealt with in a situation 
of that kind? They would have to be permitted, 
So to speak, to bring in foreign crude unless this 
pipe line were extended down to Halifax. 

MR. CAMPBELL: If the Maritime refineries 
were unrestricted it might make it tough for the 
refiners in the Montreal area because the refined 
products would probably move from the Halifax 
refineries up the St. Lawrence into the Montreal 
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THE CHAIRMAN: So that some sort of quota, 
presumably, under such conditions would have to be 
imposed on the eastern coast as well, would it not? 

MR, CAMPBELL: I would think it would be 
uniformly applied. 

THE CHAIRMAN: Iv they were, would refined 
products from the Maritimes move into the Montreal 
area? 

MR. CAMPBELL: You mean if the restric- 
tions were uniform? 

THE CHAIRMAN: If they were uniform. 

MR. CAMPBELL: If they were uniform I 
would think that the area being served today wouid 
not vary. 

THE CHAIRMAN: And if there were any 
enlargement in. the demand in those prospective 
markets the quotas could be adjusted accordingly, 
could they not? 

MR. CAMPBELL: Yes. 

THE CHAIRMAN: Could you give the Com- 
mission your views, in the event of such an occur- 
rence, on the part which the industry itself might 
play in recommending or determining the quotas 
that will be properly applied and restrictions on 
importations of products and all that sort of 
thing? How should government go about determin- 


ing the answers to those problems? 


sl MR, .CAMPSELL: Weill, L think, 2.360. Of 
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all, they would want to determine the problem that 
exists, and I would suggest that they would wish 
to consult with the industry on the matter. 

THE CHAIRMAN: Well, industry would be 
certainly best qualified, wouldn't they? 

MR. CAMPBELL: Yes, and © would think 
that under those circumstances the industry would 
certainly cooperate. 

THE CHAIRMAN: Would there be in your 
opinion a great deal of administrative procedure 
that would have to be invoked and established in 
order to deal with a problem of that nature? 

MR, CAMPBELL: I would think that there 
would be. 

THE CHAIRMAN: Is that based on your 
knowledge of what has happened in the United States? 

MR. CAMPBELL: Well, I have no first- 
hand knowledge of what has happened in the United 
states, Mr. Chairman. I think that any time 
you are getting into a matter of establishing a 
bureau and matters of that sort you are going to 
have substantial administrative costs. 

THE CHAIRMAN: But price fixing would 
not be involved, would it? 

MR. CAMPBELL: I would think not. 

THE CHAIRMAN: Thank you very much. 

MR. COMMISSIONER BRITNELL: Mr. Loughney, 


first with respect to the Canadian demand for 
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petroleum, I would appreciate it if you could clear 
up a couple of points that have been bothering me 
cht ee 

On page 1 reference is made to a temporary 
levelling off in demand for oetroleum products. 
What do you think might be or will be the duration 
Sc lw sevenperary aevelling tort? 

MR. LOUGHNEY: We have forecast an im- 
provement in the second half of 1953. 

MR. COMMISSIONER BRITNELL: That brings 
mMevto a2 fairly closely related question. Why 
should the refinery shut down to which you refer 
on page 9 or your brief be cited as an explanation 
for the lower level of production in 1952? ii 
may be guite wrong, but I had the impression, 
picked up the impression somewhere that a refinery 
shut down for cleaning and reconditioning is pretty 
much an annual event, 

MR, CAMPBELL: Drewebeiine Lbs muss 
admit that that is occasioned by statements. We 
have had published statements by some of our com- 
petitors that that has been the reason that their 
crude takes have been reduced. 

MR. COMMISSIONER BRITNELL: What about 
your own crude takes? 

MR. CAMPBELL: Ours have been. increased. 

MR. COMMISSIONER BRITNELL: Rather than 


decreased? 
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MR, CAMPBELL: By virtue of switching 
part of our requirement from Montreal to Clarkson, 
our takes have been increased. 

MR. COMMISSIONER BRITNELL: Dn 
think we are talking about the same thing, perhaps. 
po iervestb-A wis concerned, léevme pub Ly this way: 
Do you have much variation from year to year as a 
result of these shutdowns? 

MR. CAMPBELL: NO, nov Hormatiy. De. 
Errcniee. . This year we are taking longer shut- 
downs, and that is to correct an inventory situation, 

MR. COMMISSIONER BRITNELL: Not for re- 
conditioning? 

MRS CAMPBELL: Well, we do recondition 
during that period. Let me explain it this way. 

We attempt to operate our refinery at as high a 
Tiroughiput as possible, and we will shut our refinery 
down for cleaning and reconditioning, we will work 
longer hours during the day and work weekends and 
Toate Sort of thine; Dub this year we worked normal 
hours, and chav explains the period ‘of the shutdown. 

MR. COMMISSIONER BRITNELL: You, don!t 
think there is the same urgency to get back into 
production as there may be in other years? 


MR. CAMPBELL: er. 
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MR, COMMISSIONER BRITNELL: We have had a 
great deal in the press about the recent Alaska oil 
discoveries. There doesn't seem to be anything 
precise or definite about these discoveries. What 
effect do you think these discoveries might have on 
the prospects for Canadian crude in the Puget Sound 


area? 


MR, LOUGHNEY: We don't really know too much 


about that yet. There have been only two wells 
drilled. The discussions we have had with companies 
who are much closer to that than we are have 
indicated it is a very high gravity crude and they 
look upon it as a more specialized type of crude 
rather than one that would be used in refinery 
requirements, However, it is much too early to 
attempt to evaluate what effect that might have 
OMe Paciire Clase aren. 

MR. COMMISSIONER BRITNELL: It might con- 
ceivably be rather serious. 


In, LOUGHNEY: Well, there is always that 


MR, COMMISSIONER BRITNELL: Another point 
with respest to US markets. In describing the market 
outlet for Canadian crude oil in the St. Paul- 


Minneapolis area, you suggest, I believe, on page 16 


and again on page 19, both of which you quoted a litt 


Pariier in an anewer, 2 think, to Mr. Frawley, that 
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because this area is remote from Tidewater sources 
of supply the competitive position of Canadian crude 
is reasonably assured. What would be the effect of 
this Canadian competitive position if sizable oil 
reserves were developed in the Williston basin 

of the United States? What is your opinion of 

wne future prospects of this United States oil 
region? 

MR, LOUGHNEY: Well, I am not too familiar 
with that, except that there has been quite a bit 
of prospecting done in the Williston Basin in the 
United States in the past few years which has met 
with a measure of success, but we don't know now, 


and have no reason to believe, that there is going 


to be any change in the demand as far as those 


refineries are concerned for Canadian crude, That 


4 


was designed, as you know, for a particular type 
Or Crude, and, again, you can't forget that a new 
discovery might change that. But we know nothing 


S 


at the present time that would affect it. 


(Page 5458 follows) 
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MR, COMMISSIONER BRITNELL: I am looking 
for some reassurance, some hope, that discoveries 
there might assist the development of that market. 
You don't see anything in the present situation? 

MR. LOUGHNEY: No, not at the present 
time, Of course, a new discovery can change the 
entire outlook. - For example, one of our competi- 
tive companies is seeking oil in eastern Canada 
at the present time, which could have a material 
effect on the situation in Montreal in the event 
they were successful in the discovery. 

THE CHAIRMAN: It would make the pipeline 
look sick. 

MR. LOUGHNEY: It certainly would. 

MR. COMMISSIONER BRITNELL: One final 
point with respect to financing of exploration 
and discovery: last night, not exactly for want 
of something else to do, I was looking at the 
report of another Royal Commission (I would not 
call it an unimpeachable source) on the financing 
of the Canadian oil development program, and I 
was struck by the contrast -- and this is, inci- 
dentally, page 150 of John Davis' report on 
Canadian Energy Prospects -- and I was struck by 
the contrast of the source and disposition of 
funds employed in the petroleum industry in Canada 
as against the United States, and on page 2 of 


your brief you refer to "a temporary decline in 
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exploratory activity which may be due to insuffi- 
cient revenue from production to finance further 
exploration". Now, Mr. Davis' information suggests 
that over a decade -- and admittedly it is not 
completely up to date; it is the 10 years from 
1946 to 1955 -- a surprisingly large proportion 
of the funds for exploration in Canada, as against 
the United States -- and in sharp contract to the 
United States -- came from the sale of assets, 
of which we have had one illustration in the case 
of Imperial Oil, and also from parent or major 
interests rather than from retained earnings and 
other sources from which the American companies 
normally get that. Now, in practice, isn't it 
a fact that adequate funds are generally avail- 
able as required from parent companies for 
Canadian exploration? Perhaps I should not say 
entirely from parent companies; from major inter- 
ests outside companies. 

MR. LOUGHNEY: Your question is that 
the subsidiary companies look to the parent com- 
pany for funds with which to carry on development 
programs? 

MR, COMMISSIONER BRITNELL: For a good 
164) 62 Pneir tunds bo. carry on, Ves. 

MR, LOUGHNEY: Well, that is undoubtedly 
true with some companies. It does not happen to 


be the case with British American. 
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MR, COMMISSIONER BRITNELL: Would you 
think in general that would be true, and that you 
are, perhaps, the exception rather than the rule. 

MR, LOUGHNEY: Well, I don't know about 
the word "exception". 

MR. COMMISSIONER BRITNELL: In that re- 
Spect,. . mean. 

MR, LOUGHNEY: Well, companies starting 
in in Canada, yes, there is no question but what 
they had to depend on the parent company for funds, 
or otherwise raise the funds. 

MR, COMMISSIONER BRITNELL: ‘That is, 
certainly wo tne past, a very considerable part. 

MR, DOUGHNEY: “Io think iv Le very crue 
in the period you refer to, because that is the 
period of greatest exploration effort in Canada. 

MR. COMMISSIONER BRITNELL: Do you feel 
Wiao Situavion is chanping at ell? 

MR, LOUGHNEY: Well, if the industry 
moves into the healthy situation we all hope it 
will, well, generally, in the producing end of 
the business, it is for us to generate enough 
funds to keep this going. That is a plan we 
try vC. TOLIGW, 

MR, COMMISSIONER BRITNELL: Do you think 
Canadian companies could get finances for further 
exploration without help from the parent companies 


at the present time? 
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MR, LOUGHNEY: Well, we are. 

MR, COMMISSIONER BRITNELL: What about 
purely Canadian companies -- and I am not suggesting 
you are not pure. 

MR, LOUGHNEY: We are a little bit humble 
at times too. 

MR, COMMISSIONER BRITNELL: What do you 
think about the position of a purely Canadian com- 
pany? Perhaps I should wait until the next HRS 
DOVIoNa t, 

MR, LOUGHNEY: Well, maybe so. 

MR, COMMISSIONER BRITNELL: You would 
rather notsay.  “Whank you. 

MR, LOUGHNEY: May I ask a question of 
you: were you referring to the type of expansion 
program that we visualize in attempting to build 
up reserves and deliverabilities to reach a por- 
tion of the Montreal market? 

MR. COMMISSIONER BRITNELL: Yes, I had 
that partially in mind. 

MR. LOUGHNEY: Well, yes, we feel that 
would be a major effort beyond the ability of 
companies to attempt to generate those funds, and 
would require outside funds, and we visualize in 
the proportions we are talking about -- $23 million 
-- that a great part of those funds must come from 


sources outside of Canada. 


i ———————— MR, COMMISSIONER BRITNELL; Thank you. 
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MR, COMMISSIONER HARDY: Mr, Chairman, 
one or two questions along the same line that 
have been put to Mr. Loughney, not really as 
representative of B-A, but in view of the long 
experience you have had, Mr. Loughney, in the 
explorationspusiness.. 1, find if. diriicult.tae 
rationalize what has gone on in the last few 
months with exploration reservations up in the 
Mackenzie Valley, for example, where some 22,000 
square miles have been broken up, as having any- 
thing to doswith aneentives that are. generated 
by the present market position in Canada. 

MR, LOUGHNEY: Well, that is a very 
long-term play. Does that answer your question? 

MR. COMMISSIONER HARDY: Well, the people 
taking up those reservations are not thinking econ- 
Onucaliy on cerns, Of JArting cost. to. meeting present 
Maco, CONG. LON ia Seok Lt berentl. Dresd ok econ 
omics altogether. 

MR, LOUGHNEY: I am quite sure it will 
be, yes. All the economics we know of that have 
been operating in central Alberta would be quite 
Gitierenk Li cilwis discovered .--- 

MR, COMMISSIONER HARDY: No, I am not 
thinking in items. of winding od 1. 

MR, LOUGHNEY: You are talking about lift- 
ing and producing. 


MR, COMMISSIONER HARDY: No, the man who 
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goes in and takes up those reservations: what are 
the economics of that? 

MR, LOUGHNEY: Why are they taking land 
at the present time? 

MR. COMMISSIONER HARDY: Well, how do 
they justify expenditures on very extensive ex- 
ploration in the Mackenzie Valley in view of 
the world market situation for petroleum products 
now, and in view of the situation of the present 
producers in Canada? 

MR, LOUGHNEY: Well, it is a long-term 
play, and it is a question of getting land when 
land is avallabie, 

MR. COMMISSIONER HARDY: In figuring 
Devine Gosuc, oon) Lt One Ching entirely. ce 
fissure the lifting costs, that 2f you are bidding 
for proven reserves as compared to going into 
the business of taking up exploration reserva- 
tions? 

MR, LOUGHNEY: Well, I do not want to 
be facetious, Mr. Hardy, but we try to conduct 
our operations, to the extent that we can,on pure 
economics, but the oil business is such that once 
in a while we have to romance a little bit, and 
the most valuable asset to an oil company is its 
land position and its reserves, and this is one 
of those plays, on the long haul, looking into 


the future, when again we are always trying to 
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supplement our reserves. It is in an area where 
companies are prospecting, and it is a matter of 
getting positions in that area when land is avail- 
able. I don't see any immediate developments 
other than the exploration type of development -- 
if.tnat iS your question. 

MR. COMMISSIONER HARDY: I am just try- 
ing to get educated a bit here. To come at it 
a little differently, I can see how, if you are 
preparing Aa bid-wtoday,-for proven area -= proven 
reserves -- that in preparing that bid you would 
take into account the immediate market condition? 

MR, LOUGHNEY: Yes, we would, 

MR. COMMISSIONER HARDY: And the market 
condition would have a distinct incentive as to 
what you would bid and what money you would figure 
you would be prepared to spend on drilling the so- 
called proven reserves; but if you come to taking 
up exploration reservations in the Mackenzie Valley, 


you cannot be thinking in financial terms at all; 


you must be thinking in terms of a much longer period? 
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MR, LOUGHNEY: Well, that is right, We 
are thinking in terms of many years down the road 
when we will have to go further and further afield 
to find reserves. 

MR, COMMISSIONER HARDY: Can you give me 
a rough figure, for example, of the percentage of 
producing money that is spent on proven reserves as 
compared to what is spent in Wild-Cat. 

Nothing too exact, just a round figure, 

MR, LOUGHNEY: We have, in our brief, which 
was submitted before the Commission on gas in 
February, we. filed as an exhibit to that brief 
Exhibit No. 5 which is a cumulative -- a statement 
of cumulative costs of the industry from 1947 
through to 1957 and it breaks the expenditures 
down to exploration cost, development, drilling, 
production expenses and income. I believe that is 
the information for which you are looking. 

MR, COMMISSIONER HARDY: One final question, 
Mr. Loughney. Are there any of the larger so-called 
integrated companies that are operating on the basis 
of only buying proven reserves as compared to engag- 
ing in exploration or are they all in both aspects 
of the business? 

Mee LOUGHNEY: Well,agusti relying on 
memory I believe they are all on both sides of 
the fence. I cannot recall any that - -, 


MR, COMMISSIONER HARDY: You could not 
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take a chance and simply say or take the position 
we Will only put our money into proven reserves 
and let someone else do the exploration, 

MR. LOUGHNEY: Well, we buy proven reserves 
but we will also do wild-catting endeavours our- 
selves. Our only experience is that we would rather 
spend most of our money in wild-catting rather than 
bUyIne proven preserves, 

MR, COMMISSIONER HARDY: Company policy 
eould vary quite a bit in that respect, 

i LOUGHNEYs GL. could, yee cdepending on 
the company's policies, 

MR. COMMISSIONER HARDY: Thank you very 
Mochiy Got. alt, 

MR, COMMISSIONER HOWLAND: Thank you, Mr. 
Chairman, Mr. Loughney, I have just one question 
Srisine oul oO: one discourse of ours, here, 1 believe 
your company is rather heavily in the gas business 
as are mes. of the ol companies here. DI have been 
trying to put the two things together and understand 
something about the pricing of oil and gas. 

T do not want this discourse today to get 
into it too deeply because I understand that refin- 
ing costing is quite an operation, I would suspect 
that the pricing of oil and gas in the allecation 
of your costs would be quite a complicated procedure; 
but do I rightly understand it that the price that 


Wou fer 2or gag or the price that you get for oil, 
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in both cases, would be determined by the market 
but not by the allocation of costs as between one 
and the other, 

Nia, 2UUGAN Es) Tet Ts. rieht, vee par, 

MR, COMMISSIONER HOWLAND: Well, you 
planned your cost overall between gas and oil as an 
operating company. 


MR, LOUGHNEY: Yes, distribution of explora- 


=p 


5 


tion costs and development costs? 

MR, COMMISSIONER HOWLAND: Yes, What I 
a Lrvyine TO puzzle ony ere, 1s That, Le this is 
correct you must have made some kind of assumption 
on the price and the amount of gas that. you_are going 
tO sell over the next period on which you will make 
your oil price estimates and your oil] market prospects. 
Now, is that a correct assumption? You have to make - 
you -- as an oil company -- have to estimate 
certain outliers for your gas in the price of 
NOUR Oi. 

MR. LOUGHNEY: Maybe it is just wishful 
thinking, we are assuming we will get a gas export 
market. 

MR, COMMISSIONER HOWLAND: I would like 
you to enlarge on what assumptions you have made 
in regard to the sale of gas in this market forecast 
OC eee wie LL eka. 1s ou dike. before. 1 sask 
you why I am getting at it. It seems to me that 


when you talk to us, you and the other companies 
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have talked to us, about the export of gas from 
Alberta both to the east and to the south, there 

is a substantial amount of money involved in the 
assumption that you will or will not reach these 
markets and that this can affect the price of oil 
LO Loe DOr tabi tiey or the oll or the price Po-tne 
Alberta producer, That is what I would like you to 
enlarge on. 

MR. LOUGHNEY: As far as the Alberta 
producer is concerned, 10 will afrect his net profits 
from his oi] operations to the extent that it will 
better them as the market for gas develops and as 
more wells are drilled and capped for our market, 
Voter tees Hie poral eo condition Tor ieee. cL 
market outlets. 

MR, COMMISSIONER HOWLAND: I would agree. 
TG Would subees, £o ne 1b would admprove his 2lexipiiicy 
in meeting competing prices of oll. 

MR. LOUGHNEY:, ft would -- the price of oi1 
which was -- 

MR. COMMISSIONER HOWLAND: If you were 
meeting competition you would have more flexibility 
as an operator if you have had a large substantial 
sncome Irom gas. 

MR, LOUGHNEY: We think one of the ad- 
vantages to the producing industry in the Western 
Canada will come about as a result of larger markets 


for gas which will give us additional revenues from 
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wells that are shut in at the present time from 
which no income is: received at all and there is a 
second advantage in that generally the export markets 
or gas markets, I should say, are relatively stable, 
Yousco not Nave. toe: Cluctuations from sales, of cas 
that you would have from oil, which is dependent more 
on economic conditions. 

MR, COMMISSIONER HOWLAND: Is this right? 
I want you to tell me. I think I have followed you, 
I think we are in agreement, that the sale or the 
OUilen. Ter ¢acg 16. cone TO materially attrect the 
welfare of the oil industry in Alberta. 

MR. LOUGHNEY: Yes, sir. 

MR, COMMISSIONER HOWLAND: Correct. 

Mn, usuUGHNEY ss Yes. sir, 

MR. COMMISSIONER HOWLAND: In this sense, 
10 1S 2Oine to ere et ereatern tlexibilivy in meeting 
competing ells if the sale of gas is realized, Is that 
correc. ? 

Mii UGUGHNE YG: Mes 51 iy 

MR, COMMISSIONER HOWLAND: Then what I 
would like to know is: what volumes of gas sales 
have you assumed in these estimates of Canadian 
markets for oil or for United States markets for 
oil? 

MR. LOUGHNEY: Your question is predicated 


along the impact on the demand for crude resulting 


from gas displacing furnace oils and heating oils? 
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MR, COMMISSIONER HOWLAND: No, no. 

MR, LOUGHNEY: I am sorry. 

MR, COMMISSIONER HOWLAND: Maybe I am not 
telling you what I want. Let us see how I can put 
PU tC erGlew haere aera LOG OF Cae in: ALnertasy 

MR. LOUGHNEY: Yes, sir. 

MR. COMMISSIONER HOWLAND: And the gas 
industry or the oil industry here wants to export it. 

MR, LOUGHNEY: Yes sir. 

MR. COMMISSIONER HOWLAND: Let us assume 
Wet an facy there 1s a substantial development in 
the mext five years. of exports, that it 16 allowed, 
and that you suddenly begin, as I understand the 
situation here, to move substantial volumes of gas 
OUi ACI ierec | Pi recuively, 1.0 (bs ancome ito the ol] 
operators; correct? 

Mh... LOUGHNEY: Yes, sir, 

MR, COMMISSIONER HOWLAND: Now, this 
would enable you, inasmuch as you average your costs 
or average the whole operation, oil and gas, to 
be in a much healthier position in respect to sales 
Of oi. 26 this a correct assumption? 

MR, CAMPBELL: May I ask a question and 
see if’ IT have understood what you are getting at. 

MR, COMMISSIONER HOWLAND: Yes, certainly. 

MR. CAMPBELL: Is your question this, if 
major quantities of gas are being sold by the 


Alberta producers that the Alberta producers will 
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then be in a better position to Say take a 25 or 
30% discount to enable him to get into the Montreal 
market. Is that what you are getting at? 

MR, COMMISSIONER HOWLAND: I am not bother- 
ing about the Montreal market or any other but in 
marketing in general; but the oil INOUStTLY Will be 
able to meet competition on the west coast much more 
effectively if it is getting a large source of 
revenue coming in from the gas. Am I wrong on this 
Or an L plenty? 

MR, LOUGHNEY: No, you are correct. 

MR, COMMISSIONER HOWLAND: All I want to know 
is this, Mr. Loughney: that you must have made some 
assumptions of the sale of gas revenues, the revenues 
from the sale of gas in computing your future 
competitive position, not only in Montreal, but 
WOMmireal in particular, at you dikes but in all of 
these markets, There is a new factor that could 
affect your sales in the future of oils. That is a 
big income which you would get from the gas. Maybe 
LI am not clear yet. I would like to know what 
volumes of gas sales you have included in these 
estimates, 

MR, LOUGHNEY: Forgive me, Dr. Howland, 
for a moment. Do you have reference to the internal 
revenue trom oll as resulting from the sale of the 
solution gas? 


THE CHAIRMAN: I wonder if I could help you 
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it Chis: situation...» I think that what Dr. Howland 
is getting at, and you can correct me if I am wrong, 
Lis simply his: ) that in the event of substantial 
Hales Of #eac) oy. hess “oll producing. companies » who 
have gas reserves, then they would be in a better 
posiviLon eo Teduce: ‘the price of ol to compete in 
these various markets thanthey ‘would be without 


such additional revenues from the export salesof 


MR, COMMISSIONER HOWLAND: That is right. 

THE CHAIRMAN: Therefore have you taken 
any possible sales of gas into account in determin- 
ing your welinesd or your Jatd-down costs, of oll, 
ormyour wellhead price of oll ‘upom whic gour taid- 
down cost is based, in the estimates which you 
have pivem to us, 

MR, LOUGHNEY: NOU Sar, Wool torm the 
CErpOSsesionicnis Driver, we did not, 

MR. COMMISSIONER BRITNELL: SO you 
will have a little cushion there if there are 
Ca6 sales wtich should come wp? 

MR. LOUGHNEY: That might be the situa- 
tion withvone company but’ certainly might not be 
with another. 

THE CHAIRMAN: It would give you the 
gambiinge dollar. 

MR. LOUGHNEY: Yes. 


THE CHATRMAN: Well, Mr. Loughney, the 


= 
i) 
\ 


. noe 
Dy 25 pare. a 508 . aR iy aang ee 


i 


pane Tat si gpemiee sis Pa tad § 


; = 7 5 
Catone hey Gest Ae aad. a ae 
5 
} Dit. {sa meatnen eee aaa see ReneS. ec) oe, Saal hae 


oe per pS 


A a H a) a 4 
, i faint a os ‘ zr} 2 er, a4 i. vend wi g2V yeas A SAR nets 


nao: og kb ter aac Bae’ soube O¢ BOPP . 
co . : 7 baci - * au — are o . iu mt eke 


“9 


Reese o d ne . Ps ¥ > i NN ‘7 @ A J 
pile 230.0) EO ee PEE ee mn “RM by Bail “ironed : 


ee % a a ren hs Ee Lh Hi, oy Rh ac ae eee, :ore } Brig er; Lone Moe 


Rate 


Syn t +. Si ft j *. ; a6 “ECMO et > Tene MOS eS OM = 


> ate ele ‘ 
« - re a j e'? 5 712 om) 
Rar ed ere re ta ty Ou rity 2 A *) ‘ 
te ‘Soe ie Sr tee fa ahi em is al us Pees. ¥ J 44 
j ° a Patan tert oe ery Le: oat 
+ 


i « 
- : sant _ 

Hoe. Sie 1a ia Bb Fy, : wy b t 
“Lt iy Ru id at ara oy wee Oa o sae shale hs ae eR WON is Bs 

>a bo 2s on en Raney 

iad 


~ pees 


nN AWOY, tH 


© Wee She ast 
a 


a ov 
i ety weenie old at. .beeed. e2 Feo ae 
er ay as Nu Batis byte 


Qu, oF. NEvVEg aves 


at. ne POR) eon Ya BEST Pe, rl 


“ o ( \ LC iD on , ‘am = ay [ Bi Leg * o A % a hs ed ig 


” 


gor oe EATERS AMOS ES AMNOD. 4B 


oo 
Bare 


« ~ > 
iyi ees: ie en &; i ng qt ie LA Ola ? SL G ¥en fiiw iH 


‘qr emoy bigorls dod, defen sep.) | 
gel a te aE. shay ABUL at 


AY 


‘of Jen theta wires geo 


M20 YARIS 


abrink 


3 


ce > 
ANGUS, STONEHOUSE & CO, LTD. 5473 
TORONTO, ONTARIO 


Commission wishes to express its thanks and apprecia- 
tion to your company and to yourself and to your 
colleagues for thisvexcellent brief which you have 
given to the Commission and we appreciate it more, 
perhaps, because you have already given us a very 
food Priel 2t our Hearings in Calgary. 

I oknow there are other topples on which 
you are going to help us. You have been most co- 
operative, all of you, and we know the time and 
1a00Ur (nae your whole organization has put on ic, 
vie appreciate it very much, We appreciate your co- 
operation, Thank you very much, 

MR. LOUGHNEY: Thank you very: nuch, Mr. 
Borden and we are deeply appreciative of the oppor- 
tunity to present this brief to the Commission and 
we would like again to ask permission to file a 
supplemental brief dealing with the terms of reference 
av your Nearings dn Toronto. 

I would alse like to file, if I may, a 
summary statement, which will summarize the brief 
which we have attempted to present here in the last 


day. 


rH 
me 


CHAIRMAN: Fine. nank you very omuecn, 
indeed. 

MR. LOUGHNEY: Thank you. 

THE CHAIRMAN: We shall now adjourn until 
two o'clock this afternoon at which time, I think, 


— we will proceed with the Canadian Oil Company's 
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submission, 


---Whereupon the hearing adjourned at 
UIcir 2,00 p.m. 
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SuDMLSBLOn of 


CANADIAN OIL COMPANIES, LIMITED 


Appearances: 


Mr. W. H. Rea - President 
Mia Sr ho baefison ~ Vice-President, Secretary 


and General Counsel 


Meda BeeWepu - Producing Manager and 
Exploration Manager 


Mey Wav. Garth y ~ Development Manager 
Meo. Ww. day - Legal Counsel 


Me. oT. Gh Meeris 


Operations Manager 


Mie ek OWA ek - Chief Accountant 


---On resuming at 2.00 p.m. 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. Me. PatoLlio7 
MR PACT: Thank vou, Me. 'Chatinan . 


Me, Chairman, we are now going to hear 
from the Canadian Oil Companies, Limited. Tt has 
filed its brief with the Commission and I am pro- 
posing. that that be marked OC-9-1. 


-~-EXHIBIT NO. CC-9-1: Submission of Canadian 
Oil Companies, Limited. 


MRS .RAPTLELOs Mr. Rea, the president of 
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the company, is here, and I will ask him to introduce 
the members of his group to the Commission. 

THE CHAIRMAN: Thank you. Mer Meet 

MR, REA: Me. Chairman, members of the 
Commission, Canadian Oil feels privileged to have 
the opportunity to appear before this Commission and 
to read into the record our ideas which, we hope, may 
contribute in some small measure to your task of 
recommending a solution to the problems facing the 
producers of Western Canada. 

In comparison with the companies which have 
appeared before you in the past ten days, Canadian 
Oil 46 a relatively small operator, but T think our 
position is unique in that we are the largest DULly 
integrated oil company in Canada, without any 
domestic or foreign affiliations with other oil 
companies. 

In the submission filed, there is a section 
which deals with the export of natural gas and, while 

his section may be made a part of the record, in 
the interests of saving the time of the Commission 
and with the concurrence of Mr. Pattillo, we do 
rot intenc To read this portion. Suifice to 

say that we accept the calculation of reserves 
made by the Canadian Petroleum Association and 
favour the export of any surplus beyond the fore- 
seeable needs of the Canadian economy. 


May I now introduce my associates? 
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THE CHAIRMAN: ricaos OO, 

MR. REA: On my Teft is Me. Douglas 
Robinson, Vice-President and General Counsel of 
our company, resident at Toronto, On my right 
sities, J. Gb. . Webbs the manager of our producing 


department in Calgary. Next to Mr. Webb is Mr. 
Wallace M. Luthy, the development manager of our 
company in Calgary. seated behind us, nearest 
bphergoor, Gs Mewigonn Dick, Mr. Herb Bagnall and 
Mr. Eddy. 

MeO raAtuLilo, © would Jike to ask our 
Vice-President, Mr. Robinson; to read our brief. 

MR. ROBINSON: Me. Chairman, gentlemen, 
this is «a submission of Canadian O11 Companies, 
Limited, a fully integrated oil company, 93 per 
eent owned by Canadian citizens resident in Canada 
With~nmo carfilpation with any other oil company, 
either domesticvwuor foreign, lo is Canada’s 
largest independent fully integrated oil company. 

History of the Company: 

Ao the turn of the century the inflow of 
American crude oil and petroleum products was making 
serious inroads into the markets of the Southern 
Ontario crude oil producer. 50 much so, that a 
arnoup of OitarlLoG dndustrialists and: crude o14 
producers joined forces to form an independent 
Canadian oil company. It was organized under the 


name of Canadian Oil Refinery Company and, in a few 
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months! time, opened a new oil refinery at Petrolia 
A es In 1903, this Company experienced 


) 


financial Gifiiculsics, Out of the reorganization 
a new company bearing the name "Canadian Oil Com- 
panies, Limited" was incorporated under the Ontario 
Companies Act, with control of the company held 
by the National Refining Company of Cleveland, 
Ohio. Mis condition obtained until the fall 
of 1938, when control of the company was purchased 
and returned to Canada, where it has since remained. 

Functions: For many years Canadian Oil 
Companies, Limited, was primarily a marketing organi - 
gation and although Lt operated the Petrolia re- 
finery this plant supplied only about 10 per eent 
of its sales volume. The company now has 3,000 
retail outlets serving all provinces of Canada 
except British Columbia and Newfoundland. 

Following the major oil discovery at 
Leduc in 1947 and the subsequent decision to build 
a pipe line to move Alberta oil to the Great Lakes 
area, Canadian Oil Companies, Limited, decided to 
build a modern refinery at Sarnia. it thus became 
the first refinery in Eastern Canada specially 
designed, engineered and built to refine Canadian 
crude oil from Alberta. To date, $35 million 
has been invested in this plant, which, currently, 
processes 30,000 barrels daily or 10 million 


barrels per annum. Work has already commenced on 
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an expansion programme which will increase its 
capacity to 50,000 barrels daily in 1959. 

From this plant, the company supplies feed 
stocks to the government-owned Polymer plant and the 
Dow Chemical Company and in 1957 brought on stream 
new units to manufacture petrochemical base stocks, 
i.e., benzene, xylene and toluene. The company's 
reiinery puns. Canadian crude o1l exclusively. 

The next step in the company's inte- 
gration was its entry into the producing field 
wiich was brought about by the acquisition in 1955 
of the assets and undertakings of the Anglo- 
Canadian O:i Company Limited, a ploneer’ explora- 
LLC ano sprouvlcine company Tor over 2/ years, 
pince its entry into production, the company has 
inereased Tie 12 midizvon barrels of oil reserves 
Scourreo @rom Aneie wo So mii lion and 0s, unexplored 
land position from 400,000 to 344,000 net acres. 

To date, $30 millions have been spent to acquire, 
find and develop crude oil production in Western 
Canada. 

he company participated in providing 
part of the equity capital for the building of 
the Interprovincial pipe line. it also a8 en 
interest in the Trans Mountain Pipe Line Company. 

Canadian Oi1 Companies, Limited, as an 
independent producer, refiner, and marketer, is 


therefore dependent on the production of Canadian 
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erude oil, and the manufacture and sale of the 
products therefrom, for its existence. According- 
ly, we are directly and vitally influenced by 
policies in effect in Canada and feel constrained 
to set forth our views on certain subjects included 
under the "terms of reference" of your Commission. 

Marketing of Canadian Crude Oil: 

As’ a producer of crude oi] in Western 
Canada where we have a substantial investment, we 
are interested in selling the maximum amount pos- 
sible and at the highest wellhead price obtainable. 

Canada's large and rapidly expanding 
erude oil production has recently received a set- 
back, in that the United States has temporarily, 
we hope, placed a limit on the import of Canadian 
erude oil into the northwestern United States 
Mick 26,. cna sniovild be, a normal market for 2 
faree PorvuLon Of Our production. 

Immediately such a situation as this 
arises, there are those who would advocate the 
establishment of alternate markets even though 
they may be artificial, and less economic. 

Montreal Market. 

The alternate market which is being 
advocated is Montreal. There is established 
in that city a very large refining centre, so 
established many years ago when Canadian crude 


was not available and oceanborne crudes had to be 
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imported to supply Canadian product demands. Large 
sums of money were expended by the companies con- 
cerned to establish this refinery capacity here on 
tidewater. Products from this rerinery centre 
were moved into Ontario by railway, highway transport, 
and by tankers up the St. Lawrence. Later a pro- 
ducts pipe line was built from Montreal to Toronto 
in order that the Ontario demand would be adequately 
supplied. i tacc, products merined tn honvreal 
found their way as far west as Fort William. 

It is now proposed that a pipe line be 
built from Western Canada to Montreal at a cost 
Gr VWowards or %250.000,000. Lf this were done 
the same conditions will prevail except that the 
crude is moved eastward to Montreai and about one- 
thiaro OF the products welined theretrom widl be 
back-hauled into Ontario. This, we think you 
will agree, is not the most economical move, nor is 
it fair to require the refiners in the Montreal 
area to enter into long-term commitments for the 
purchase of Canadian crudes, which commitment would 
be necessary, before any crude line to Montreal 
could even be considered. 

TG 28 further proposed, that im order 
for Canadian crude to be competitive at Montreal, 
there would need to be a reduction in wellhead 
prices, lowering of pipe line tariffs and the 


possible imposition of import controls. Let us 
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examine these. 
i33 Lower Wellhead Prices: 


Canadian erude oil, by reason of Lv 


op 


distance from adequate markets, already suffers 
severely in wellhead prices compared with com- 
petitive crudes. for exanple, Lines crude is 
approximately $3 per barrel, close to a large mar- 
ket, versus Redwater crude at $2.63. A 10-cent 
per barrel reduction has been proposed in Canadian 
crude to make it competitive at Montreal. Assuming 
this were done, what happens if Middle East or 

DOULO AMerrcan crude, producers drop their prices 

to retain this market? the inevivable result 
could be the lowering of wellhead prices of Canadian 
erude oil to the point where the development of a 
DasiLoe normal resource becomes unattractive. Aba 

tie lone run, Canadian Oll Companies, Limited. as 

Se producer Would prerer to face a res veicted 

DPOCUC LON OR we, Tires, Of even. Tour yearsian 

toe prospect On Sustaining hipher wellhead prices. 
es Lower Pipe Line Tariffs: 

The advocates of a pipe line to Montreal 
eonvend that a dow through rate is possible by 
reason of large volume and telescoping tariffs. 
That is, the refiners on the short haul would pay 
a much higher orice per barrel mile so that the 
refiners at the end of the line could get a 


lower rate per barrel mile. 
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A recent proposal recommends increasing 


the rate from Edmonton to Sarnia so as to provide 


se) 


lower per barrel mile tariff to Montreal. We 

understand the proposed differential between 

Edmonton to Sarnia versus Edmonton to Montreal to 

be just one cent per barrel. In other words, 

the differential from Sarnia to Montreal, 500 

miles, would be one cent, Assuming a 3.93-cent 

tariff per 100 barrel miles, the differential should 

be about 19 cents. Canadian O11 Companies, Limited 

would object most strenuously to any such proposal. 
Tie location of our new refinery at 

Sarnia was decided after an exhaustive study by 


a large qualified engineering concern which 


mM 


pecializes in studies of Chad Eres The Sarnia 
location was chosen because it was at the lower 
end of Lake Huron right at the gateway to Canada's 
largest consuming area of petroleum (Ontario); also, 
because it was on the direct pathway between the 
oil fields of the West and the rich Ontario market. 
Assuming the Toronto area to be the centre of 
eravity of the Bastern market, it seems unjust 

for a refiner in the Sarnia area to pay a higher 
pipe line rate for his crude OL sor tava. ati 

be moved another 330 miles beyond the centre of 
gravity (Toronto) market which both the parnia 


and Montreal refiners are competing for. 
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Ss Import Controls: 

To help Alberta crude into the Montreal 
market, it is suggested a duty be imposed on 
foreien crude. Presumably, this duty applies on 
erude oil reaching Halifax as well -- a market which 
io beyond the reach OL western. crude. Residents 
of ovr Atlantic provinces would scon be heard Trom 
when higher prices were charged for petroleum 
products as a result of a duty on crude oil, a duty 
designed to help the Western Canada crude oil 
producer. 


; 


he rising tem- 


Ci 


Today we are witnessing 
perature of public opinion as a result of quota 
famitation on Canadian crude onl reaching we 
United States. 1G 28 noe Girrrcul pete smapine 
the outery from Venezuela and other South American 
ecuntri ce on the enuLre Loss ©f theip crude oi th 
sales to Canada. In the event of reprisals, what 
j6¢ Caneda likély to lose in sales of wheat, etc.? 


ae Commitment by Montreal Refiners: 


It seems unfair to require the Montreal 


CD 


refiners to make a long term commitment for 

Western crude oil and thereby bar them from oppor- 
tunities which irom time to time could be more 
economic. Gertain refinery construction 1n 
Montreal has been designed and engineered to process 
Se pertain wype of fTorelen crude oil. A compulsion 
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hardship on refiners who had investments in special 
equipment which would now be unnecessary 


ae Commitment by Crude Oil Producers 
of Western Canada. 


To justify a pipe line to Montreal the 
producers in Western Canada would have to be prepared 
to give a long term commitment to supply. Assuming 
250,000 barrels daily for twenty-five years, the 
total commitment would exceed one-half of the 
CUPreibly Meporced ol) reserves of 3.5 bidtlion 
Derrels, Are the producers prepared to make such 
2 commitment to supply the crude oil, regardless 
of whether or not closer and more attractive 
markets develop? 

In the long term view our crude oil will 
certainly find its way into natural markets in the 


Puget Sound and northwester 


— 


n and upper-mid-continent 
area of the United States. When that condition 
occurs, we do not want to be saddled with a $250 
million pipe line and a long term commitment to 
supply 200-250 thousand barrels daily of our crude 
oil to a market which could only be substantiated 
bY artificial means. 

Canada has an adverse trade balance with 
the United States. In 1957 this amounted To 
approximately $1.5 billion and there is constant 
pressure to correct this situation. One logical 


method of so doing is tne export of our surplus 
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petroleum into the northwestern upper mid-conti- 


nent areas of the United State 


We should not, however, sit idly by 
J J 


without exploring further possible means of e7 


era 


panding our markets for Canadian crude. 
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Alternatives to the Montreal Market: Ags 
an alternative to building a line to Montreal, let 
us consider that from here on we supply the increase 
in Canada's demands from Western crude. This could 
be brought about by supplying more and more of 
the Ontario market from Ontario Perlncneycavacy cy. 
Also, all refiners in Canada operating within the 
orbit of Canadian crude supply should use it. This 
could have the effect of moving the orbit of Canadian 
crude steadily eastward. In time most, if not eal, 
of the Ontario market can be supplied by Canadian crude. 
oroader export and domestic markets for 
Canadian crude can be brought about by these steps:- 

(a) The Canadian Government to continue to press 
United States authorities to exempt Canadian 
crude oi1 moved by pipe line into the United 
States from any import quota limitation. This 
would help to balance our large trade deficit 
with the United States, 

(Dd) Canadian refineries operated in the areas where 
Canadian crude is available at competitive 
prices should discontinue importing United 
ovates crude of1, 

(c) Until outlets for Western Canada crude oil 
open up in the Western and upper mid-continent 
areas of the United States, let us try 
to preserve the increase in demand of 
Canadian petroleum products for the Western 


crude oil producers. This can be gradually 
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brought about by locating new oil refineries 
in the orbit of Canadian crude supply. Our 
own company is increasing its Sarnia refinery 
capacity, which will be an added outlet for 
Canadian crude oil. 
(d) As and when additional refining capacity is 
established in Eastern Canada sufficient 
to .mect.all. of our.petroleum needs, it is 
to be hoped the present importers of 
products will seek their supplies from 
Canadian sources. 
The largest marketing area for petroleum 
DrOOUC is. LSeit, the Province of Ontario and this 
market should be supplied from Canadian crude oil, 
the, above. suggestions should work to that end, 
These would not cause material hardship 
for present refiners who have made substantial 
investments in capital equipment, but would tend 
to encourage the establishment of new refineries 
in apeas where, Canadian crudée,oi) is.now. available. 
ibe, foreroing. proposals.» if carried:out., 
could go a long way toward providing a larger domestic 
market for Canadian crude oil. The enterprise of 
oun (~ndustry,in, slightly more than, 10. years, has 
brought Canada from a nation having less than 10% 
of its oil needs to one of self-sufficiency. And 
now as we face the problem of abundance, let us 
hope that industry statesmanship will again prevail 


in the interests of our country. 
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Export of Natural Gas: While Canadian 
Oil Companies, Limited is not a large producer 
of natural gas, having reserves of about 1/10 of 
a trillion cubic feet and approximately one-half 
million dollars tied up in capped gas wells 
on which as yet we have not received any income, 
nevertheless, we feel that we have a definite 
interest in the question of the export of this 
nroductr: 

BG iersubmitted) that. the first con-+ 
sideration must always be the satisfaction of 
the needs of the Canadian consumer and that the 
export of natural gas must be subservient to these 
needs. The export of gas, however, can have a 
aoefinite bearing on theicost to therCanadian:con- 
sumer tin thatianhy surplus over and above Canadian 
requirements, if exported at a reasonable margin of 
Protireswellnat fect: mot only«the pri cet tobe paid 
by the consumer but will stimulate the exploration 
and development of future gas reserves. Although 
we have not made separate calculations of our own, 
we have carefully reviewed the basis on which other 
estimates on future recoverable reserves are cal- 
culated and we believe that ultimate reserves of gas 
will prove to be in the neighbourhood of 300 
trillion cubic feet as estimated by the Canadian 


Petroleum Association. We are, therefore, of the 
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opinion that the export policy, both of the Provinces 
and of the National Government should take into 
account such projected future reserves of gas 

when considering future requirements in Canada, 

and if in so doing there is a surplus over and 
above the foreseeable Canadian requirements, 

then export licenses should be promptly granted, 

iG 28 further submitted. that. in determining 

any exportable surplus, the future rate of finding 
should not be ignored. There is available a large 
amount of data pertaining to this and it is not 

our intention, nor is Canadian Oil Companies, 
Limited qualified to deny or confirm any of this 
data, We can, however, urge that in arriving at 

a formula upon which to base the exportable surp Lucy, 
the rate of finding should not be overlooked, As 
more and more geological information is obtained 
the forecasting of possible reserves will become 
more and more accurate, 

It has beén widely stated that the effects 
of an export policy based on the above could result 
in higher prices than those currently paid in the 
Province of Alberta. While this might well prove 
to be the case, at the same time there is no 
assurance that if export permits are not granted the 
prices to the consumers of Alberta, as a whole, 
will not rise and possibly rise to higher levels 


than in the event of export and the many benefits 
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to the Province and its people arising out of a 
strong and healthy gas industry will be lost. 
Whether we like it or not, except under artificial 
restraints and in isolated instances the price 

in the world markets, less transportation factors 
Involved. wisets)) the prices: in any given ares 
whether it be gas, oil, wheat or any other world 
commodity. Therefore, when the question of 
consumer price fs raised, asa matter-of political 
xpediency, the merits of the arguments presented 
should be judged on its cold economic facts and 
Pore ewhor Mis, of moll ocs: 

Certain facts heretofore brought out 

by this Commission have tended to indicate that the 
United States consumer may have benefited at the 
expense of his Canadian counterpart. Again 

Colors aimatver. ofopiniong and. aa may iweld be that 
the Canadian consumer would not have had the 


1 


peneiits ofinatpurad S by any other means. The 
many producers operating in western Canada who 

ini Cie lye eonvracted: their cas to Trans: Canada 

did so knowing full well thatthe contract terms 
received were inadequate, but did so as a con- 
tribution to get the project under way, knowing 

that in the long run they would be more than recom- 
pengeq Tor) their initial sacrifice by the development 
of a strong and healthy gas industry in Western 


Canada. Contracts neretofore executed by both 
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producers and consumers may appear, from the short 
term view, to be disadvantageous but may well 

prove to be the reverse over a long term period, 

If we accept the premise that future reserves of 
natural gas in western Canada are on the order of 
300 trillion cubic feet, the reserves currently 
under contract represent only a negligible portion 
and as subsequent contracts are entered into there is 
little question that many of the apparent inequities 
currently existing will rapidly be corrected and all 
western Canada will benefit to a far greater extent 
Decatise OF Their iclose proximicy Go this vast 

supply of reserves. We are of the opinion that 

armed with the facts that have been developed by 
this Commission, regulatory bodies such as the 

Oil and Gas Conservation Board or the Board of 
Transport Commissioners, in granting subsequent 
permits for the transmission and export of natural 
gas, will examine more closely the contractual 

basis on which natural gas will be purchased and 
sold for herein lies the great differences between 
the transportation of oi1 and natural gas. Trans- 
pPortavionsor oO1lyis generally handied on a atrictly 
common carrier basis, the pipe line company involved 
having no direct interest in the commodity trans- 
ported but simply an interest in the transportation 
revenue wnich can quite easily be related to the 


investment in the transportation facilities and a 
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reasonable return on investment determined. Our 
existing regulatory bodies have had little 
difficulty in the past in this respect and in 

our opinion are quite adequate to handle the 
future regulations of such oil pipe lines. On 

the other hand gas transmission lines rarely 
handle natural gas which they do not own. They 
are owner shippers, as opposed to true common 
carriers and as a result it becomes necessary 

to look, among other things, at both the profits 
from the pure transmission of natural gas as 
OPpCced™ 00 Whe profaus arising’ cupsor the 
purchase and sale of the natural gas so trans- 
mitted, in order to determine whether or not 

such gas transmission lines are being operated 

in the best interests of the Nation as a whole. 
We see no reason why our existing regulatory bodies, 
as presently constituted, cannot function adequately 
ii Ube respect, "Certainly they have the benefit 
of considerable related experience and should 

De ia Tear peuver Position to dor so than a newlsy 
constituted Board would be. 

National Energy Board: Insofar as the 
establishment of a National Energy Board is 
eoncerned it is our hope that the Terns: of 
Reference are not to be interpreted that there 
is a basic assumption that such an authority shall 


be established. 
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The oil industry is well aware of its 
responsib: lities and obligations under a free 
enterprise system and it is because of this system 
and the tremendous investment made by private 
interests thereunder that the discovery and develop- 
ment of our natural resources has taken place. 

The oil industry being a dynamic and 
researcn minded industry should not be hampered 
by any governing or regulatory authority beyond 
those normally placed on business. It is the 
responsibility of the Parliament of Canada to 
establish a policy with regard to national energy 
but the Government should not interfere unneces- 
Sarily. Rather, present legislation, both 
Provincial and Federal, should be constantly reviewed 
and amended to conform to changing conditions, 

Any regulatory body tends, over a period 
of time, to broaden its authority and to restrict 
those operating under its authority. 

During the war the Government established 
the Office of the O11 Controller -- in its initial 
Stages this control was chiefly concerned with the 
rationing of gasoline to the public. It was not 
long, however, before it was quite apparent that 
gasoline rationing was impossible without other 
forms of control and before the end of the war, 

Oil Control had regulations effecting every phase 


of the petroleum industry. 
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It is to be hoped that rather than establish- 
ing a regulatory body that Government will refer any 
problems which may arise to the industry which will, 
we submit, face the challenge and solve it under 


existing regulations. 
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THE CHAIRMAN: Thank you very much, Mr. 
Robinson and Mr, Rea. Yes, Mr. Pattillo. 

Mis FPATTILULO: Mr. Rea,. you told us as 
to the percentage of shareholdings of Canadian Oil 
Companies that are situate in Canada. Is there a 
remaining percentage in the United States? 

MR. REA: There is about 2% in the 
United States and the balance is in other parts 
of the world. 

MR, PATTILLO: How many directors has 
the company? 

MR. REA: The company has nine directors. 

MR. PATTILLO: How many of them are 
Canadians? 

MR, REA: They are all resident in Canada. 
Bight of them have been born in Canada and one was 
born in-the United States but has lived in Canada 
for about 20 years. 

MR, PATTILLO: I would like to discuss 
for a moment, if I could, the result of your pro- 
ducing operations in Western Canada. At the 
present time what is the aggregate MPR of 
Canadian Oil Companies Limited? 

MR. REA: Approximately 6,000 barrels 
per day. 

MR. PATTILLO: What quantity are you 
selling per day? 


MR. REA: About 3,000 barrels per day. 
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MR, PATTILLO: Are you carrying on pro- 
ducing operations in Saskatchewan as well as in 
Alberta? 

MR. REA: Yes, we are. 

MR, PATTILLO: Are you operating in 
Saskatchewan up to the amount of your MPR's? 

MR, WEBB: No, we are not, sir. 

MR, PATTILLO: What is the proportion 
of your MPR which you are selling in Saskatchewan? 

MR. WEBB: About 20%. 

MA. PAPYILLO: Se that you. are selling 
then what turns out to be a higher percentage of 
your MPR in Alberta than you are in Saskatchewan? 

Ni. WEES: hat 1s° correct, Mr, Pactliia, 
Our production in Saskatchewan is largely sulphur- 
ous crude which has a restricted market. 

MR, PATTILLO: Mr. Rea, you have been 
here for a number of days listening to these dis- 
cussions that we have been having about the merits 
and demerits of moving Canadian oil to Montreal. 

Do you agree with some of the views 
expressed that the present situation, so far as 
bic ALberva producer of oll is concerned, 1s) 4 
serious one? 

MR. REA: Yes, we do, 

MR, PATTILLO: What do you think are the 
remedies that might be employed for correcting 


the situation? 
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MR, REA: Following the brief I think the 
first remedy is for our Government to step into 
this picture and make very, very strong represen- 
tations to the Government in the United States. 
Now, this problem we have is both an industry pro- 
blem and a government problem and, as we have sat 
around here for the last few days, it appears to 
me we have an industry here that is in a sense 
on trial: an industry that has spent millions 
of dollars in finding these great oil resources 
and now we are in to a period of abundance. 

We are handicapped in marketing these 
in the United States partly because of the United 
States Government regulations to limit the amount 
POMiIOe Wicormunat country. 1) feel that -- or 
Canadian Oil feels that the first move here is on 
the part of our Government to try and open these 
doors. 

We have all come to the conclusion around 
iene, 1 believes that the mest logicalimarket for 
our crude oil -- the closest market where it would 
give the western oil producer the greatest net 
return, is to have that oil flow from the Puget 
sound area of the United States, 

Now, this subject should receive a lot 
of attention from our Government. 

Quite frankly, I feel our Government 


has a lot of homework to do on this subject. I 
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believe some representations have been made to 
the United States but certainly not strong enough. 
This is a big issue in our country. It seems to 
me that this is an issue that requires the atten- 
tion of the top leaders of our Government, possibly 
the Prime Minister himself,in going to Washington -- 
not with his hat in his hand, but going down there 
and presenting a serious situation as far as Canada 
is concerned, 

Te iilustrate how lightly I feel this 
subject has been taken by the United States I 
would like to quote from Platt's Oilgram, which is 
Caced May aot sins 18 a daily publicatiom of 
news of the oil industry which comes from Chicago 
and Cleveland. 

I would like to just quote this statement 
which carries the dateline, Washington, May 4th. 

"Two Congressmen who visited Canada in 
December and January will report to House Foreign 
Affairs Committee tomorrow that "oil question" is 
fa major source of irritation! between U.S. and 
Canada. 

Representatives Hays and Coffin, com- 
prising a special study mission to Canada, found 
'a veritable wave of anti-American sentiment! re- 
sulting from U.S. action wiping out exemption of 
Westcoast imports from lowered import quotas. 


Congressmen felt Canadian concern about 
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import restrictions is perhaps exaggerated, U.S. 
action does shake the faith of the Canadian oil 
industry and the Canadian business community in 
the good faith of the United States pretensions 
of belief in freer trade. 

Canadians feel also that they have been 
misled because U.S. has given implicit encourage- 
ment to the development of the Canadian oil fields 
and then has reversed itself and restricted imports 
Of oil, Congressmen declare in their report that 
Uios, Peason for restrictions simply does. nos make 
sense", 

Mr. Pattilico. may Laread that, acain. 

"Congressmen declare in their report 
that U.S. reason for restrictions simply does not 
make sense, 

Reason was that exploration and develop- 
ment of U.S. reserves must be stimulated to meet 
any future emergency, but two lawmakers said that 
in an emergency Canadian, reserves will be Just 2s 
available as United States reserves.’ 

LasG nieht in the Calgary paper here, 


eur eric ie re 


on page 30, there is a news comment: 
see findings on Canada". 

Dateline Washington: "The Hays-Coffin 
report on eroding Canadian-American relations re- 


ceived less newspaper coverage here than that $2 


million Trust Company robbery in Brockville, Ontario, 
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over the week-end. 

At least the robbery made the front 
pages, but in many major American cities, stories 
on the House Committee's report on Canadian-American 
problems failed to make the newspapers at all." 

I think there is a tangible indication 
that this serious problem we have in this country 
is being too lightly dealt with by our American 
friends. 

I’ submit ‘that before ‘the oll Gndustry 
can get some of this oil moving into the Pyget 
pOuUnG Brea, 10 fs tuhe responsibility or our 
Pederal Government and possibly of our: Provincial 
Government out here to make some representations 
in a very loud way in Washington to help open 
Le COCrs. to. cet our crude O11 Into the United 
States. 

It seems to me that it should be handled 
by the Prime Minister himself and could well be a 
subject on, the agenda of the Summit Conference 
this July between President Eisenhower and Prime 
Minister Diefenbaker. 

We should: not go“with our nats’ in our 
hands to Washington about this thing. Canada has 
a lot of arguments in its favour. We are the best 
customer of the United States. We have a tremend- 
ous trade balance of over 1,500,000,000 in their 


favour. This oil here can mean a tremendous thing 
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to the United States in the case of a national 
emergency. Their money has come into Canada to 
help develop it. We have built pipelines to put 
1% rine Unto their merketing ercas and in the 
northwest section of this country; and now that 
we have all these things accomplished they are 
Starvime toe elose the doors. 

I think our Prime Minister and officials 
of our Government should go to Washington and 
pound the desk and let it be known that Canada 
feels very concerned about this and will soon 
warm up some public opinion in the United States 
abou this Lesue, 

MR. PATTILLO: Now, Mr. Rea, do you think 
that any company that comes into Alberta and ob- 
tains a natural resource of the Province and 
develops it, ean consider that 10 has completely 
discharged its duty if it makes no attempt to 
market the natural resource. 

MR, REA: No, I don't think we should 
expect this natural resource to be developed and 
left in the ground forever. Some efforts should 
be made to try to market it and help our trade 
balance, 

MR, PATTILLO: When you find a situation 
with the permissable quotas of imports in the areas 
where the Canadian crude can go have not yet been 


reached and when you find that there are international 
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companies in the producing business in Alberta 
that are not buying anyof the Canadian crude, 

do you not think that before you send the Prime 
Minister or some representative of the Government 
down to fight your battles that you perhaps had 
better try to go and do a little fighting amongst 
yourselves. 

Mee REA? V Now Me, Pavillion, a4 ink 
the gate has got to be opened so that if these 
oil companies want to import into the United 
States, the gate is open for them to do so, 
Right now if some American company wanted to 
impor) a Log of ux Gil into California, ohey 
have government restrictions holding them off. 

IT think that the restriction should be removed 
first. 

Mey. PATTILLO: “Do you not think that 
at least the Prime Minister should be in a posi- 
tien vc) sey tle. if these (restrictions were re- 
moved we have assurances from companies that are 
operating in the Canadian area that they will 
import so much? 

MR. REA: Well, that seems to be which 
comes first; the hen or the egg? 

MR. PATTILLO: All I am thinking of 
is this: supposing the Prime Minister did go 
seeking to do as you suggest. Might he nou, 


at the present time, be met with the argument: 
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"Why are you crying. Your imports 
are not being restricted at all. The quotas are 
not yet filled. You wait until that situation 
arises before worrying us. We have problems 
enough without thinking about these things that 
may never happen"? Would that not be a possible 
answer? 


MR, REA? “It could be, Mr. Pavtiiio: 
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MR, PATTILLO: Whereas, on the other hand, 


if he could go and say, 'We have assurances from 


6} 


companies that are operating in the United States 
and in Canada that if permission is granted they 
will take so many barrels per day of Canadian crude’, 
then he would be on a much stronger wicket, wouldn't 
he? 

MR. REA: We feel that with this Independ- 
ent Producers! Association in the United States 
raLlsine so much objection to these imports, that 
we areafraid the larger, integrated companies hesitate 
EG Oring 22 20, CUE At The restrictions were removed 
there would be more of a tendency for them to feel 
tree to do sa, 

MR, PATTILLO: I can see that, but you feel 
that the pestriction nas to be removed first? 
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Min, (hee ei Ge. “at as sayaene, then. an 


elec, vie United States 1s giving its blessing 


g 

LO. CMe IpOrtattoOn DE sCrude O11, ana the ol) companies 
then feel freer to act, 

MR, PATTILLO: What I am interested in in 
what you say there is, these restrictions did not 
go on until only a very few months ago. These oil 
companies, or most of them, have been operating in 
Alberta for four or five years or longer, and yet 
they have been doing nothing about shipping oil to 
their subsidiaries or affiliates in the United States. 


Do you think that has been a practice that has been a 
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desirable one from the standpoint of the Canadian 
economy? 

MR. REA: Up until the past few months 
that was so, but there has been a large crude oil 
move into the California area, and I do think that 
the companies would like to move more in there if 
the restrictions were not put on them by the govern- 
ment. 

MR, PATTILLO: From the evidence we have 
heard, the movements and the finding of markets for 
this Alberta crude have almost been entirely confined 
to the efforts of two companies: Imperial and British- 
American, Do you agree with that? 

MR. REA: Yes, I believe that is correct, 

Mie LATTE: Weld, do you thinks they 
have to do all the work for the industry? 

MR, REA: I hope not, 

MR. PATTILLO: Don't you think that companies 
of the size and international stature of Standard 
or California should also assist in.moving this crude 


oo 2k ae 


ig ee es he ye cee Eo ae Nan ier 
they have refineries in a position that could take 
it economically? 


Me ora “Yes, <b do. 
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MR, PATTILLO: Have youever approached them? 
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MR, PATTILLO: You happen to operate in 
Sarnia, and there is a company we have been talking 
about that also operates in that area, known as 
the Sun: have you ever approached Sun Oil to find 
out why they are not taking Canadian crude? 

MR, REA: Our company produces about 
3,000 barrels a day of crude, but buys 350, so we 
are natural buyers of crude, and up to date have 
not been too much interested in selling crude. 

However, answering your direct question 
apouoc- Gun’ Oli Company, Ll spoke to the presidens: of 
the Sun O11 Company in the United States, which 
exports crude oi] from their company to their sub- 
sidiary in Canada, and he suggested that it would 
be good for Canada and good for his company if their 
Canadian subsidiary were operating on Canadian crude 
pine) theaters was a rising deeline of pubize 
opinion abovt our oil question, and that sooner 
or later I expressed the hope that his company 
would also be operating 100% on Canadian crude, 

MA wPATTILEG® Wace that Me, “Pugh? 
thas wae Me. Dunios, 

MA. PATTILLO:s Me, Pugh is: the Chairman 
of the Board, is.he, of that company? 

Wien her le me Lhevies BO, 


MR, PATTILLO: What reply did you get to 


MR. REA: That they had the subject very 
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much under consideration, 

MR. PATTILLO: How long ago were you 
talking to them? 

MR. REA: Two years ago, 

MR. PATTILLO: It must be something like 
this short-term, long-term -- it must be all rele- 
vant. 

Do you think anything could be gained, 

Mr. Rea, by calling a meeting of the industry under 
the aegis of the Prime Minister of Canada, or the 
Minister of Trade and Commerce, or some other senior 
OLiicial or the Cabinet? 

MR, REA: I mentioned first -- and I will 
answer your question as I develop this step No. 2 -- 
we believe first that the Puget Sound area 1s the 
Tires. and bes. area-for us to provide oupiet” Tor 


a ae 


Canadian crude onl. hessecond most attractive 
seems to be down along the Interprovincial Pipe Line 
rien thrower into Ontario, It" seems*to me vhav we 
should ory very parc to uti ye the Tactiities” of 
the interprovincial Pipe Line to the full, and get 
the entire Ontario market for Canadian crude. 

To answer your question specifically, 
I would think if the Canadian Government called our 
industry and our refining industry together and saia, 
"We have got a problem of selling crude oil from 
Alberta: just what can you people do to help provide 


a greater outlet forthat oll?’ © think’ the industry 
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would have to have assurances from the Justice 
Department that in dealing with this subject we would 
not be infringing on any regulations of that part, 
and I believe if this question by a senior official 
of the Bovernment was put to the oil industry that 
theywould go into it in a very exhaustive way to see 
what, could be done, 

Pw i acous, ScloO tur tient pal 1G ek uP 
eovermment ofti cial could wellusay to this croup 
of -comoaniess and direct Chis. quespion to. the 
international companies! representative, "What can 
you people do witn your parent companies or 
affiliates to help them or encourage them to help 


us out with the problem by importing some of that 


oil in the United States?" He might ask another 
question: "What could your parent companies or 
affiliated companies do at Washington to help the 


government in Washington take a more benevolent 
attitude towards the import of Canadian crude o11?" 
I feel certain that if these questions 


4 


were put to the industry that they would tackle it, 


+ YJ 


Qa 


and, if I may be bold -- and I may be excommunicated 
from the oil industry for suggesting some of these 
things -- but in Ontario today, I believe it was 

said this morning we had about 175,000 to 200,000 
barrels capacity. There is a 20,000 barrel a day 
refinery being built at Bronte, Ontario, wnieh will 
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be ready this fall, We are going to build one of 
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20,000 and have it 


i 


-eady. sometime next year. So, 
that is 40,000 barrels of new capacity. The 
20,000 barrels coming on stream this fall will, 
im etrect, Aud 20,000 barrels of new outlet for 
Canadian western crude oil, and it will back out 
4 similar amount from the Montreal area. So, there 
he O00 or en O11 Tor Ontario: Chere, 

T- think our town plant, when It is ready, 
can find ways and means of running it so it will 


provide an outlet for another 20,000 barrels. 
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The other day we heard a company here say 
that they had a 20,000 barrels a day refinery near 
Toronto which was programmed to run 15,000 barrels 
this year. So there is another 5,000 barrels. So 
we are up to 45,000 barrels. We heard yesterday 
of a company that had a refinery at Clarkson, with 
an ultimate capacity of 60,000 barrels and which 

PS. Currently running about 50,000. So. there we 

are adding up to about 70,000 barrels. 

You spcke of 4 refinery at Sarnia im- 
Boring cride cil from the United statves., If 11 
could be converted into Canadian crude we would 
have our tTOval Up to about 90,000, Lf understand 
that major refinery at Sarnia is also contemplating 
some Turther Grude oll runs. So 1 believe we are 
looking at a possibility of an additional market 
of 100,000 barrels of Canadian crude oil in the 
Ontario market, and I believe, frankly, that the 
imOueity SHoulad Ery to work -Lhis Cut and over ia 
year or two years at the most there will be another 
100,000 barrels of western oil flowing into that 
market. 

Now, it seems to me that this is the next 
logical step, to have the industry brought in and 
try and build up this Ontario market and do the other 
things which were mentioned. 

Now, we have already a great pipeline, 


the Interprovincial Pipe Line already established 
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which, with a few more million dollars of capital 
expenditure, can deliver all that oil into Ontario; 
and, as I understand it, they have approximately 
65,000 barrels capacity now, and with a few million 
dollars additional expenditure they can get that 
OYvL inte cOntariGes andil thinkothabiie stepanoyw 2 
is this wresran, 

MBS PATTILLOS In trying, tosachleve chat 
step, would that require some agreement amongst 
the industry which would result in the discontin- 
uence of the use of the products pipeline from 
Montreal into Toronto? 

MAS REA Sl pepelweve thatiis sag Mrs 
Pacoililo.,) S1f weohad!all «that. refining capacity 
operating we would then have in the neighbourhood 
of 250,000 barrels of refining capacity in Ontario 
which would practically satisfy the Ontario demand, 
and I would visualize that the flow of products 
from Montreal up to Toronto would dry out and the 
Trans Northern Pipeline would be flowing in re- 
verse, at léast back as far as the Quebec border. 

MRs PATTILLO: °Mr. Rea, is your-opposi- 
tion to the proposed pipeline to Montreal based 
on your company's position as a producer in Alberta? 

MRgeREWeS Vesniltetein Ojrteclingtis thar 


we should try to get as high as possible a return 


O 


for crude oil in Alberta and we should do the 


steps in the proper sequence. That is, first deal 
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with the most logical market and try and get 
government and industry together to get into that 
area. That is, get all of the Ontario market for 
Nesueri crude, and 1. say, Mo. Pautilia, <i we 
Go the most essential things first, and then if 
ali these things.rail, if the United States will 
not 26% OU Criice OLD into the United Staves, if 
we don't get this Ontario market straightened out 
the way I. think it will straighten out -- if these 
tnings fail, then, sure, Jet's set down and face 
the court of last resort, the pipeline to Montreal. 
MR. eeATOLLLO: & In other words... yov.ere 
not opposing the pipeline to Montreal as such, 
what you are opposing is the disorderly steps to 


reach that objective? 


Mee eka had. LS Correct. 

Ma PATTILLO: » Me. Chairman, guogse ware 
ail the muestions that I have. 

THE CHATRMAN: . Thank you,, Mr, Battilio. 

Mr. Frawley? 

MR. FRAWLEY: Mr. Chairman, I pursued 
with Imperial and British American and McColl- 
Frontenac a series of questions to indicate my 
support for the Montreal pipeline, and I do not 
propose to go over it all again with Mr, Rea. 

My position and my client's position is quite 
clear from the record now. 


Mr. Rea, I would like to ask you one 
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question.” You refine only in Sarnia. 

is ie od a a oc i 

MR, FRAWLEY: And you have a very wide 
market all over eastern Canada, haven't you? 

MR, MRBA: “Yes. 

MR. FRAWLEY: You market into New Brunswick? 

MRA LA: “Yes. 

MR. FRAWLEY: Where does that gasoline 
come from? 

MR, REA: We are purchasers of gasoline 
in New Brunswick. 

MR. FRAWLEY: You engage in a pretty 
wide system of transfers. 

MR, REA: We have an exchange between 
the Province of Ontario and the Province of Quebec 
on a specification basis. 

MR. FRAWLEY: As a matter of fact, I 
have no idea of the size of your family or of the 
market which you have. How far east do the pro- 
ducts you manufacture at Sarnia go? 

MR. REA: Well, the products directly 
go as far east as Kingston but indirectly as far 
as, 1 would say, the New Brunswick border, 

MR, FRAWLEY: But I am talking about 
your own product you make at Sarnia. 

MR, REA: It goes as far east as Kingston 
with an extension to Ottawa. 


MR. FRAWLEY: That is an exchange 
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proposition? 

MR. REA: Yes. 

MR. FRAWLEY: And in Quebec it is an 
exchange? 

Mn. BHA: “Yes. 

MR, FRAWLEY: And in New Brunswick it 
is an exchange? 

MR. REA: No, in New Brunswick it is 
a purchase. 

MR, FRAWLEY: Now, exchanging is quite 
a widespread practice in the refining industry? 


MR, REA: I don't know. We have been 


4 


doing.it, for some. time, 

MR. FRAWLEY: Thank you. 

THe CHAIRMAN: Me. Rea, in what way; 
if any, would a pipeline to Montreal interfere 


with your refinery operations at Sarnia? Assume 


or a moment that it would interfere with, say, 


Fy 


your purchase and sale of products in New Brunswick, 
ESOuDT. get do aC Le). 

ME pews (Nog ib wouldn'? eafitect ws 20 
New Brunswick because we are purchasers of petro- 
leum products. 

THE CHAIRMAN: It wouldn't affect you 
in that business in New Brunswick? 

VR REAe No. Tt wouldnit afiect 2% 
in Quebec either. 


THE CHAIRMAN: What about your Sarnia 
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refining operations? 

MR, REA: It couldn't affect us there. 

THE CHAIRMAN: So it would have no ad- 
verse financial impact upon your operation? 

MR, REA: No, not a cent. 

THE CHAIRMAN: How long would you be pre- 
Daren co “alt? “You. told Mr. Pattilio” thay you 
thought the first thing that should be done is 
that une Prime Minister should put on hig hat 
and con Geand 2c vo Washington, not hat in hand. 
But has he anything yet to ery about? 

MR, REA: Well, what do we mean by the 
Univged States?’ We are a tremendous customer of 
boerive, lie UWilved Svetves 1s “self-sutizveient 2n 
Oi! and we can’t expect them to turn this tap tui 
on. There should be some more regular flow, I 
SHANK 

THE CHAIRMAN: Yes, but you said -- at 
least I gathered that we should have all the import 
restrictions, but I understand the testimony that 
has been given before this Commission is that the 
industry has not been hurt by the import quotas 
Dut On by the Unived States. 

MR, REA: I think the industry here has 
been hurt due to lack of sale of the oil. 

THE CHAIRMAN: But the quota is still 
below the restrictions 


MR. REA: I see what you mean there, 
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Mr. Borden. Yes, what the Americans are taking is 
not up to the quotas that they established. Is 
that what you mean? 

THE CHAIRMAN: Yes. 

Vines S2had is. RIehnr. 

THE CHAIRMAN: So as a country, what 
have we, (oO, complain about?.. I. thinkwyou-. as.an in- 
CUS Vania Vvee ole. oO Sell. sour. Olds. dated srt 
amatter of another government having put another 
embargo on that oil which is preventing western 
Olb Moving. Coe Che wUnited: states.» 4's* 14? 

Mine heAse Mell, Mey Borden, theres is 
a reluctance by the industry in the United States 
to import more than these regulations allow. [I 
think it is up to the government to help us out 
with this problem. 

THE CHAIRMAN: You want government to 
help you. when. you. get yourselves into.a mess, but 


you don't waktwanysconcrol. 


MR, RBA: May Jc. interject something here, 
Mr. Borden? Mr, Pattillo asked me a question, if 
a senior.official of the government would. bring 
the oil industry together... I am just thinking 
that there has been a precedent for that just 10 
years ago last February when the oil industry was 
summoned to Ottawa and the then Minister of Defence 
said we have a very serious problem here; we have 


a serious problem in the shortage of heating oil, 
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and some of this we are importing into the United 
States and the United States has made representa- 
tions to them to ask Canada to cut down on her 
importations of heating oil because they were so 
short, Of course, there has been quite a change 
from when. Bub the industry sat in his office 
and discussed ways and means by which we could 
hold down this. amport. of heating cils into the 
Unt ted Slaued ssp recall, the andustry issued 
letters to all the customers suggesting that the 
insulator houses should try and hold down the 
IMpOrUvaALIon Olahicatling Ob, thav. they should check 
their burners to make sure they were operating 
Siriicien lye. and chevy G10, and thie industry tried 
to curtail imports into the United States, and 
they did so, and in a few months! time everything 
was cleared up. So I think there is a precedent 
for the suggestion made in that respect. 

THE CHAIRMAN: I am not suggesting there 
wouldn't be many precedents in our country for that, 
but were there any threats at that time about pro- 
secutions under the Combines Act, the Criminal Code? 

MR, REA: The question was raised at the 
meeting, as I remember. 

THE CHAIRMAN: But nothing happened in 
that regard? 

MR, REA: No, but we wanted to be immune 


in trying to tackle this problem from any infractions 
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of the Criminal Code. 
THE CHATRMAN: Don't you think it is 
ratner lave in one day tor industry to say that? 
MR, REA: I believe this question, Mr. 
Borden, is something that has come up in the 
last few months and is reaching proportions when 
something should be done, I don't think this 
has been of relatively long duration, 
THE CHAIRMAN: Don't you think you should 
have One priority rather than taking off “to 


Washington? 


MR, REA: No, I think we should approach 
the logical markets, the best markets first, and 
the best market is the Puget Sound area and take 
Une Moves to Melp ue get the oil into that market 
first, and I think the Government should help the 
PROUSTrY 2h Liat move, 

THE CHAIRMAN: Thank you very much, Mr. 
Rea, The Commission is very grateful to you and 
your colleagues for being here today and giving 
us this submission and the benefit of your views. 
We know you have been very sincere, and we thank 
you for taking the time to appear before us. 

MR, REA: ‘Thank you, Mr. Borden. 

THE CHAIRMAN: Mr. Pattillo? 

Hany PATTILLOs ror the firet time, 7 


think, since we have begun we can adjourn early 


c. ae and meet tomorrow morning, Mr. Chairman, when we 
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will hear from Standard of California. 

THE CHAIRMAN: Gentlemen, the hearing 
of the Commission is now adjourned until tomorrow 
morning at 10 ofclock, at which time Standard of 
California will make their submission. 


---Whereupon the hearing adjourned, at 3.05 p.m., 
untid 1LOle mw... Saturday, May 10,01956. 
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ON 


ENERGY 


Hearings held at Calgary, 
commencing Tuesday, April 
DO, O50, a LO; oOea an. 


PRESENT: 
Mr. H. Borden, C.M.G., Q.C,. -- Chairman 
Meo cdhobeebevesque -~ Member 
Myre Got. Braitnell -- Member 
Divina. MoOwland -- Member 
Newb’. Ladner, @.C. -~- Member 
Iie aly -- Member 


COMMISSION COUNSEL: 


Mr..A.S. Pattillo, Q.C. 


Mr, Miles H. Patterson. 


Me, Jwh,. Parkinson -- Secretary to the 
Commission. 
Major N. Lafrance -- Assistant Secretary 


to the Commission, 


pe} 
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Saturday, 
May 10, 1958. 


---On resuming at 10.00 a.m. 


---Mr. Commissioner Levesque was not present. 


~--Mr. Commissioner Ladner was not present. 


THE CHAIRMAN: Gentlemen, the Commission 


will now resume its hearing. Mere Pao. LLoF 


Representation 


by 


THE CALIFORNIA STANDARD COMPANY 
(The Standard O11 Company of California) 


Appearances: 
Mr. George L. Knox - President of The 
California Standard Co. 
MR. PATTILLO: Thank you, Mr. Chairman. 


At the Commission's request, Mr. Knox, who is the 
representative in Alberta of The Standard Oil 
Company of California's operations here, has come 
before the Commission today. 

Now, Mr. Knox, would you please give us 
your full name? 


MR. KNOX: My full name is George 
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Livingston Knox. 

Ps PA kD What position do you hold 
here in Alberta? 

MR. KNOX: tl am President of The Cali- 
fornia Standard Company, which is a one hundred 
per cent subsidiary of the Standard Oil Company 
Of) Ga Le COri Le, 

Pig en ee Lis And the company of which 
you are president represents the entire operations 
of The Standard O11 Company of California in 
Alberta? 

MR. KNOX: The California Standard 
Company's primary activities are production and 
exploration in Canada. We carry on all the pro- 
duction and exploration activities that the parent 
corporation engages in everywhere in Canada. We 
do not concern ourselves outside of Canada, nor 
do we engage in any other activities unless they 


are incidentai to maintaining production and 


exploration. Such, Otiier AcClLVLULeS whic, we 
maintain are incidental to that objective. 

MA. UPA igh: How long have you been 
tm Lae G1. business. te. Knox? 


MR. KNOX: Meo Pattilio, I helped pay 


my way through college by rolling barrels to a 


barrel house and serving gas at a service station, 


but I have been continuously engaged in the oil 


business since 1922. 
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MR. PATTILLO: And have you, during all 
that time, been associated exclusively with the 
Standard Oil Company of California or its subsid- 
iaries? 

MR. KNOX: Yes, since October, 1922) 

MR. PATTILLO: How long ago did you come 
to the Province of Alberta? 

MR. KNOX: I came to the Province of 
Alberta, other than as a visitor, on April 15th, 
I think, 1949. 

MR. PATTILLO: And was that when the 
operations of this company of which you are 
president commenced? 

nite ANOX: No, the operations of 
California Standard Company -- I believe the 
California Standard Company, as such, was incor- 
porated in 1944, I can get the exact date, if 
you wish, 

Bi PALO s No, that's fine. 

MR. KNOX: And, in a moderate manner, 
we had been engaged with predecessor organizations 
in activity since 1938. 

Mv PATELLLO: Prior to “your -coming to 
Canada in 1949, in what sections of the United 
States were you engaged with the Standard Oil 
Company of California? 

MR. KNOX: I have done more work in 


California itself than any place elise and my work 
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had been primarily geological, geophysical, 
operational phases of exploration, production. 

I had done a very small amount of sales and re- 
finery work and I had done a little bit of work 

in Oregon, W shington, various parts of the country, 
Texas, Louisiana, and a little bit in Mea COuCaTIC 

a5 a member of the staff OFeani Zachon, duiead., at 
one time, done some analytical work regarding 
Ecuador and other parts of the world. 

MAS PATTILLO: Now, Mr. Knox, I have 
heard it said that when the oil companies went 
to Venezuela, in return for the concessions 
given to them by that country, they undertook 
three things: (1), to spend money; (2), to 
develop the oil resources of the BOUNTY. La, 
to find markets for the oil resources when 
developed. 

Do you agree that those three requisites 
are what any country might reasonably expect from 
any foreign company coming in to develop 2174 
natural resources? 

MR. KNOX: Well, you are asking my 
personal opinion. My personal opinion is 
that any country can make any deal with a company 
coming in that it wishes, any type deal is fair 
as long as it is completely understood, ahead of 
time, and maintained during the course of the 


operations of that company. 
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MA. -PATTILGO: Do you agree that any 
company dealing in the natural resources of other 
countries has any greater duty than merely to 
develop the resources? 

MR. KNOX: I certainly think that any 
business must have the welfare of the community 
that it is operating in at heart. 

Mn VW PATUIELO: Do you think that any 
company in Alberta engaged in the producing of oil 
should be not merely concerned in finding and 
developing it but, also, in marketing it? 

MR. KNOX: 1 would certainly agree 
that they should be interested and concerned about 
iat phase, Ne. Pattitio. 

MR. PATE LLL: That is the marketing 
phase? 

MR. KNOX: Ves ol. 

MA. PAPTILUO: Are you familiar with 
the refinery operations of the Standard Oil Company 
of California on the west coast of the United 
States? 

MR. KNOX: In a broad, general way, I 
am. 

MA PATTILLO: Now, please tell me where 
the refineries are Situate and their capacities? 

MR. KNOX: The chief refineries of the 
Standard Oil Company of California on the Pacific 


coast are, first, the one at Richmond, California, 
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which is on San Francisco Bay, a few miles from 
the City of San Francisco. It has a capacity of 
approximately 167,000 barrels a day. 

The next largest refinery is the one at 
El Secunda, California, near Los Angeles, with a 
capacity of about 150,000 barreis per day. 

The third refinery is the one at Bakers- 
field, California, in the San Joachim Valley, 
with a capacity of 26,000 barrels a day. Itaus 
much smaller. 

hin, BEATCIELO: Has the company, to 
your knowledge, a site for a ‘refinery in the Puget 
sound area? 

MR. KNOX: Yeow suis Some years back 
we bought a site very close to Seattle and we re- 
Caco Vode avrexcelient site, Torvasrefinery. 

Me AT LLG: Cantyouw 2ive Gus any sided 
as to whether any definite plans have been made as 


to when that refinery will be buiit, if ever? 


MR KNOX: The corporation announced 
some time back that they hoped -- this was, I 
believe, more than a year back -- that they hoped 


to start tovpuila at im 1960;e6r start «construc- 
tion then. 


IT haven't any recent data on that, ex- 


cept that I believe some engineering studies, which 


are usually carried out years in advance as to the 


. most modern type of refinery, some such preliminary 
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(i 


studies are under way, and I believe the decision, 
as to timing, will undoubtedly be influenced by 
the economics at the time the actual contract for 
construction must begin. 

Mier RDO: Do you know whether any 
consideration has been given as to the capacity 
of this proposed refinery? 

MR. KNOX: Yes, the best information IL 
have 2s tna, luncugn it 18 still flexible, it 
will be some place between 60,000 barrels a day 
ayia stO0,000"barrels.4 day. 

PR's SPATTIELO: Do you know whether or 
not any engineering studies have been made as to 
the -useror Canadrean crude in that refinery? 

MR. KNOX: Well, I know that there have 
been considerable studies by the corporation or its 
research organizations regarding the qualities of 
Various Canadian crudes, as well as other crude. 

MAS OPATECELO: Am I correct in thinking 
Liau ovanderd 6f California is in the producing 
business in the State of California? 

MR. KNOX: Vesa, 6812. 

MR. PATTILLO: What, approximately, is 
its production in that state, in barrels per day? 

MR. KNOX: It has been dropping recent- 
ly so that any figure I give you will be quite 
approximate. It reached up around 140,000 or 


150,000 barrels a day and, early this year, they 
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shut in 10,000 barrels a day of production on 
100 per cent land. Then, a little later, they 
Shut in an additional, I think, about 10,000 barrels 
a day on leased land production, and I think that 
their production at this moment would be around 
between 110,000 and 120,000 barrels a day. 

MR. PATTILLO: In addition to the State 
of California, is the company carrying on producing 


operations in any other State? 


MR. KNOX: Lees weer The company 
Operates =-.Would 1% be jall rieht. forme to deviate 
Slightly? the company operates -- permit me to 


say "the corporation’ in referring to the Standard 
Oil Company of California -- the corporation operates 
in the United States through a number of subsidiar- 
ies, of which, perhaps, the most important are the 
Western Operations Incorporated of the Standard 

Oil Company, which subsidiary handles all phases 

of operation in the west coast states and some 

areas adjacent to them. 

in Texas they operate principally through 
the Standard Oi1 Company of Texas. 

In the Hastern United States their explora- 
tion and production activities are handled primarily 
through the California Company. 

Then there,is refining and sales in the 
Bastern part of the States through the California 


Oil Company. 
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We have exploration in a number of 
Svaces, “or which [ocan tell you if you wish. 

Mae PAPLLLLO: Well, that will be suf- 
ficient for the moment. 

Does the company also operate, through 
a subsidiary or by itself, in Venezuela? 

MR. KNOX: The company operates in 
Venezuela through the Richmond Exploration Company. 

MR PORAP EEL : And in the Middle East? 

MR. KNOX: In the Middle East we operate 
through a number of different companies. Most of 
the Middle East operations are joint operations 
of orlensory or another. For instance, the 
Arabian American Oil Company which operates in 
Arabia, in which the corporation has a 30 per 
eent interest in that company. 

TIherete es pRoGuct on “aiso in the Banrein 
Isiand and about 4a 7 per cent interest in Iran. 

MA APA Gs Has the company carried 
on any exploration in Alaska? 

MR. KNOX: Yes, sir, at this moment we 
are carrying on active exploration in Alaska. 


That is handled by the Western subsidiary that 


IL spoke of, 

Me, (PADPILEC: Has. 2t' Had any “success 
in Aueska tn finding oll? 

MR. KNOX: At about the same time that 


Standard of ‘California and Richfield O11 Company 
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took considerable amounts of land in the Kenai 
Peninsula, that area of Alaska, Richfield drilied 
the first well and it was a producer. Later, 
it was decided that there would be joint operations 
there and Richfield and ourselves are partners in 
a considerable operation there. I believe we 
both operate independently in other parts of Alaska. 

Mi PATTILLO: Now, coming to Une opera 
tions of the company of which you are president 
in Canada, what provinces has your company produc- 
arial heat a Ws 

MR. KNOX: We have production in Alberta, 
Saskatchewan and Mnitoba. 

Ma FATT LLL: And what 18 your aggere- 
gate MPR per day? 

MR. KNOX: Our potential, based m MPR, 
WouU8Ld be. Abou. 51,500. 

MR. PATTILLO: Barrels & day? 

MR. KNOX: Yeu. Oe. 

ie  PATELLLO: What are your present 
sales per day? 

MR. KNOX: We estimate our sales for 


May at about 21,600, 


MR. PATTILLO: 21,600 barrels a day? 
MR. KNOX: 21,600 barrels per day. 
MR. PATTILLO: iy ad01 tion co yourvoll 


production, have you any gas? 


* 


MR. KNOX: Yes, sir. Actually, I think 


7 : ur i f 
i i 
: F n 
| il i hw a 
= | 
' 
in 
) 
p 
: 
4 
} 
i | 
; 
i 
j 
| 
| 
j 
i} ii 
{ 
{ 
il 
' 
| 
h 
{ 
rai + - 
a b te 
Sh ees 
4 oe 
if i 
\ 
i 2 3 
j Oe ee 
i ) w 
u : x 
: | 
I 
; 
i 
a ome Be 
he 
feces 5 
Aes 
é t U 
eT i” nes 
{ae 
ie 
a ci oF 
or < 
iy 
. Ea Leh A 
Sans yh Phy Pele a: pag . 
suet. teeta 
; f i Fe i = 
‘ ( hale A ty ey 
Aeeee . ae £ hy gate : 
i ican cae Pec ee 4 
a - i ! th i 
Y ¥ 7 
one) | PT emnse  e 


i 
t 
i a : 
M | 
ta 
‘ 
i 
| i 
oes a 
ny 
y te 
Poe rol 
E- = 1 an rahe 
“s ee B 
oon ae 
: Beye 
ae 2 eh 
" Ky 
eine’ 
3 oom 
ore 
Bat ¢ 
aes q 
¥ Pn 
Eaabe ha 
aye 
ijt 
ef ok & 
ee pee as 
Hepitns a8 
. ' al 
— , 
ay 
n 7) is 
oo Sei 
* 
; ih ; 
ie Bon S co 
: oa = 
Tay coe . 
ve F ' a) 
= + 
ee 
mi ae) oe Poe ar 
‘ Lda eee. : ue 
' Fee 
Fi Bie at Le Adee My c ; 
Dy ae ar 4) " a a) “HS 
i A WR, clekol ytnie 
: ; ao 


eH see Dare OOF 
cui Seid: ) Glas Y 


‘S si T 


eA Lt eee Bl yk ae 
} ' i j y = ie > fn 
; , A ivi ) 


ANGUS, STONEHOUSE & CO. LTD. > Ja Ke 
TORONTO, ONTARIO 


we drilled one of the early gas wells. We had 
a capped gas well near Princess that I think has 
been about seventeen years without production. 

MR, PATTICLOO: What do you restimate 
the reserves of the company, in gas? 

MR. KNOX: Well, in excess of a trillion 
eubic feet. 

MA PATTI EGLO: Now, there is another 
company which is a subsidiary of Standard Oil 
Company of California, carrying on business in 
Canada, and that is the marketing company in 


Pople Colima. LS 2b Nov? 


bo 


MR. KNOX: Yes, ir, that is deseribed 


as the Standard Oi1 Company of British Columbia. 
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MR, PATTILLO: And it has a refinery in 


Vancouver. 


MR. ANOX: Yes, sir. 


MR. PATTILLO: What is its capacity? 

MR, KNOX: Approximately 10,000 barrels 
a day. 

MR, PATTILLO: Do you know whether it 
is using Canadian crude in part or entirely? 

May “KNORR: As Tar -as T know, is 
using Canadian crude completely. 

Mien otto: nave you neard, rs Knox, 
anything about a proposed refinery in New Brunswick 
in which a subsidiary.in British Columbia has an 
interest? 

Ma. SNOxXs Yes, sir, The: Irving O11 
Company -- the names I give you may not be pre- 
cisely correct, but there are two companies: one, 
I believe, is Irving Oil Refining Limited, and 
the other is the Sales Company. 

MR. PATTILLO: And do you know anything 
about the source of crude that is intended for 
that refinery? 

Mis HNO) ft odon) U-know (for. certain. 

You will remember that this is outside the scope 

of my province, but I would assume, on the basis 

of economics, that the cheapest crude there 

would be Middle East, and I feel that the companies 


will use the cheapest crude that is possible. 
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MR, PATTILLO: Now, Mr. Knox, do you 
know whether any of the refineries of the Standard 
Oil Company of California in the United States are 
using or have used Canadian crude? 

MR. KNOX: Yes, there are a number of 
refineries which have used small amounts of 
Canadian crude. The main shipments to the west 
coast were in early 1957 during the Suez crisis 
when tankerage was diverted all over the world. 

It has gone -- Canadian crude, of course, has gone 
mainly to Puget Sound, which is possibly the big- 
gest market among the west coast markets, but 
limited amounts have gone to refineries in 
California, 

MR, PATTILLO: What are those refiner- 
tes Using tor crude today? Is 1t entirely 
California crude or is it imported? 

MR, KNOX: Are you speaking of the 
corporation refineries or the industry itself? 

MR, PATTILLO: The corporation refiner- 
12 Ate 

MR; KNOX: The corporation refineries 
in California are using mainly California crude, 
but they are also using some Indonesian crude. 

As far as I know, during the first quarter of 
1958 I don't know of any company imports into 
California other than Indonesian crude. 


MR. PATTILLO: Now, am I correct in 
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thinking that your company's production and sale 
of crude is greater than the British Columbia 
refineries purchase of Canadian crude per day, 
and tna accordingly your company's position, 
Standard's position in Canada is a long one on 
Sales Of crude resulting in the British Columbia 
Company really obtaining crude. for its use at 
your cost ol Tinding, developing and Lifting? 

MR, KNOX: Would you repeat that ques- 
tion, please? 

MR. PATTILLO: Would the reporter read 


the question? 


(Thereupon the reporter read back the question) 
Re hoa. Tia> 1s a rather inves ved 
guest ron, Mr, Pactillo, Perhaps 1 could fuse 
Give wou the facts and you can judge for yourseli. 
Wie capacity o1 the refinery In British Columbia 
is a00ur 16,000 barrels per day. I told you that 
we have a present production of about eV eGo00) in 
Calccar Of thar aoout halt Ts" in Mani tons... Ths 
eutback “or production is essentially -- 1 told 
you we had a 51,500 cutback which is essentially 
in Alberta. So we have something under 1,000 
barrels a day, and so that it is the Alberta 
production which is essentially prorated back, 
and from our total of 21,500 you must subtract 
something over 12,000 which is allowed under our 
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MR, PATTILLO: Well, the result is, 
though, is it not, with any producer who is able 
to sell at prices more than his refineries are 
consuming, tnat he can, for practical purposes 
COnsio0er ounav he is Betting the oll into nee 
refinery at a price not exceeding the cost of 
PAG. ile, Mevelroo. ne and Litting? 

MR. KNOX: I don't know whether I would 
be prepared to answer that on the spur of the 
moment, “F. Pavvilico. I don’t think I can give 
you a useful answer on that. 

MR. PATTILLO: As a producer, 1f you 
were selling all your oil at a posted price -= 
and that is the case in Canada, is it not? 

Mie KNOX: Yes, sir. 

MR, PATTILLO: -- then if you are sell- 
ing more oil than you yourself are consuming, your 
position is that you cannot treat your oil which 
you are using as only costing you the cost of 
finding, developing and lifting, no matter whether 
Ene o11 you use, in fact, is your oil or somebody 
else's o11 at posted price; isn't that so? 

MR. KNOX: We are getting into some 
rather involved economics. I would put it simply 
and say that we have been pouring money in every 
year and never getting a dime out. To me, we 
are making an investment in the oil. 


MR. PATTILLO: When the market demand 
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was cut off for the sale of Alberta crude in 1957 
did you or your Canadian company, of which you 

are President, or your parent company in the United 
states, Standard Oil Company of California, do 
anything about endeavouring to increase themarket 
for Canadian crude? 

MR. KNOX: Over the past several years 
I have made some personal and some California 
Standard Company attempts to increase sales in 
all directions; we have investigated markets 
ao .tar Casa AassbDetrolt. I wouldn't say that we 
nage a i@real lean success in any direction, 

It appears that the impelling factor in buying 
oil is economics. 

MR. PATTILLO: When you say economics, 
from your experience in California and your exper- 
lence in Albert and your knowledge of the posted 
prices, do you. agree with British American Oil's 
submission that today Canadian crude from Alberta 
can be laid, down California, the San Francisco 
Bay area, at a much lesser price than California 
erude? 

Mie OA sr be soon Francisco Bay area, 
with the last 7¢ cut in price and with the present 
posted California price, and without going too 
(ecwiaeento. duality wf o1l,.it would appear. ito me 
that the Canadian crude, all things being equal, 


would have a small advantage. 
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MR, PATTILLO: Under those circumstances 
would you tell me why, if it is purely an economic 
matter, no Canadian crude is being bought by your 
parenc company for use in California. 

Nn SANOXS Yea, LT think «o, Mr, ‘Pattiiio, 
ine. crude Produced’ An California, like. the torude 
produced im Alberta, is goine to. find a market 
right at the well. When you think their wells 
are within a stone's throw of Los Angeles and that 
there are literally thousands of producers wishing 
Lo sell their (Ove Bethink youuwtidl«see! thated tts 
obviously impracticable to expect to completely 
displace that with a small market from any source, 
other than a local source. 

I would say that there are also ‘other 
factors which have not been mentioned, For instance, 
there is the factor of pipeline connections. There 
is the factor of refineries being designed to run 
off a particular type of crude, which enters into 
ic but witeh DT have not gone into in the price 
consideration, 

I think it is the same as every place 
else in the world where you have a diversified oil 
industry whieh creat: numbers of people producing it, 
that those people are going to want to sell a 
reasonable share of the market which is within 
100 miles of them so what that really does is it 


puts the Canadian crude on the West Coast in 
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competition with other crude from outside the 
United States and those crudes have been 
during the past few years coming in somewhat 


more from the Middle East, Indonesia and Venezuela 


primarily. 
MR. PATTILLO: Mr. Knox, we have heard a 


good deal of evidence and some opinions expressed 


that the No. 1 market for Canadian Crude, chatveia 


the export market, is the Puget Sound area. Do you 


agree with that? 


MR, KNOX: Well, I have worried quite a 


little bit about that because, with all deference 
to the value of economic POre casting, -itaresti i 
an art rather than a science as far as Predieviny 
the future is concerned. 

You will notice, for instance, from the 
B-A brief which you mentioned, that Indonesian crude 
was slightly cheaper in the United States portion 


of Puget Sound. As near as we can make out, that 


is approximately correct although I believe that 
B-A said they did that on the basis of minus 40 and 
an even rate of foreign exchange. Of course, there 
is 3¢ difference now. That makes the differential 

| against Canadian crude a little bit worse. 

I would say that, as near as I can 


make out, if you are looking at long-term charters 


about minus 40 roughly, Indonesian crude would be 


competitive in Vancouver. On a spot charge which 
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might run to minus 50, 60 or 70, they would be 
more than competitive and, of course, that applies 
with equal force in Puget Sound, 

MR. PATTILLO: Can you give us any idea, 
when you are talking about these charter rates, 
what does a difference in minus 40 and minus 50 
amount to in cents? 

Ma, KNOX: I believe that -2 er course, 
the longer the haul the greater the Saving by low 
charter rates. That is the reason for the advantage 
of these big 65 and 85,000 barrel tankers. 

I believe that from the Persian Ce 
Via the Paesific, that if you change 16-10 percentage 
points it is someplace between 21 and 23¢ difference. 

MAS Pr APTIOLO: Now, Mrs Knox) "ae aon 
consider the situation now confronting the producer 
in Alberta is a serious one? 

Ma. KNOX? “f consider @ Serious situation =— 
we here tend to think of it as tremendously serious, 
I have been astounded to find there are one or two 
Orhner places that I have talked with that they 
regarded it as equally serious. 

In talking to some of my acquaintances 
in Texas, why, I reproached them for their erying 
when we were hurt worse and in the discussion of 
that we began to argue about the degree of cut-back. 

There are several ways of thinking about 


that. The other day I believe you mentioned the 
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percentage reduction in the production in Alberta 
compared with the United States and that is one 
way of looking at it. There is another way of 
looking at it and that is a cut-back in the actual 
DCO Pa ced, 01.4. 

Now, there is a bit of oil which is not 
pro rated in Alberta and it is low production. It 
is a comparatively small amount because this is a 
young, growing oil industry here, 

In Texas there are many scores of thou- 
sands of wells which are small producers but in the 
egeregate they yield a lot of oil. If you tak 
seriously the pro rated oil, they were, I believe, 
last month on an eight-day out of thirty days, which 
would be in the order of 2¢, If you look at the 
Alberta potential which has been given, most of it 
non-pro ratable oil, you do not come out too far 
from the figure that has been used this month for 
the economic allowable. 

Now, there is a loud debate about the 
Validity of it in both places. All I am saying is 
it would look as if, as far as ‘grinf is concerned, 
they are somewhat in the same ball park. 

MR. PATTILLO: You mentioned the cut- 
back in California and you knew that in so far as 
your own company's production was concerned, Do 
you know whether the other producing companies in 


California are cut-back too? 
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MR, KNOX: It is my understanding thatthe 
total cut-back in California is about 60,000 barrels 
a day. 

MR. PATTILLO: Do you know anything about 
any of the other producing areas in the United States? 

MR. KNOX: Yes, but not in detalii. We 
have a contrast in Canada between -- for instance ee 
Alberta and Saskatchewan where Saskatchewan had a 
cut-back perhaps less than California or perhaps 
comparable, No reduction, of eourse, in Manitoba 
Cr British. Columbla as far as tT know, but there 
are several southern States, Louisiana cuts back 
not as severely as Texas. There is always a big 
argument. They do not cut back ag severely as 
Texas. 

Kansas cuts back mildly... LG 28) aneolaesr 
province and the other States fall into a SOrT: OF 
intermediate position. 

Texas produces about half of the United 
States oi1 so it is a Very. I mpovtant: factor wminethe 
economy, 

MR, PATTILLO: Do you know about any State 
in the United States that is presently producing at 
full capacity? 

MR... KNOX: I do not know of any but I 
couldn't swear there is not some small State that is 
doing that. 


MR, PATTILLO: Now, as to the situation 
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if this should continue for any appreciable time, 
2 YOUR GHLMLON, Will’ to have any effect’ on the 
future exploration and development of oil resources 
in the Province? 

MR, KNOX: Yes, I think it would have a 
retarding effect if maintained over a long period 
of time, It would have a retarding effect in several 
aspects. 

MR, PATTILLO: You have been here and heard 
some of the evidence as to this proposed pipeline to 
mortreal. If a pipeline wae built to Montreal, would 
there have to be a very substantial increase in the 
rate of exploration and development in the Province 
Or Aiberta? 

MR. KNOX: You mean in order to maintain 
the amount of throughput necessary. 

ie Pees ros “Yes. 

MR. KNOX: Well, the rate of exploration 
and discovery is one of the hardest things in the 
world. It goes in fits and starts because it is a 
little bit like playing a slot machine where your 
Bice 26 noL all the “same. 

I would say that certainly additional 
outlets would stimulate exploration which is, at 
this time, as you know, on a very, very wide basis. 
The question is whether that the expenditure of 


that is presently confronting the Alberta producer, 
money could be sustained and accentuated. 
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MR, PATTILLO: Have you or has your company 
given any consideration as to what is the best 
thing to do with the present situation confronting 
the Alberta producer? 

MR, KNOX: I have given quite a little bit 
of thought to it personally. I am rather torn between 
the various advantages and the disadvantages to Alberta 
and Canada of the various steps. 

MR, PATTILLO: Would you develop tia a? 

MR. KNOX: Well, obviously, if more Canadian 
oll is developed and sold to the east, there is a 
saving of foreign exchange. If oil moves further east 
there are probably certain defence elements in having 
pipeline oil or sea-borne oil which would have risks 
in wartime. 

There is an advantage to Provincial CGovern- 
ments and to the National Government in taxes. All 
of those certainly point out that it is desirable to 
capture new markets if it can be done economically. 
If it can be done economically, I see no disadvantage 
bin. abe, 

If it cannot be done economically then I 
think you have to look at the corresponding dis- 
advantages which involve conceivably the freezing of 
a large amount of asséts in something that is less 
economic than you could do otherwise. 

As I say I am somewhat torn between the 


different advantages and also I find it Very -atret cul s 
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in my own mind to be sure that the estimates of 
output to the West Coast will be of the quantities 
envisioned which will be enough to relieve you. 
here, 2s 2 posed bility; but. I think that al the 


goodwill in the world, all the companies involved, 
you must realize that essentially competitive prices 
for the purchase of crude are going to control. 
If they do not, why somebody else comes in and 
buys the crude cheaper and puts the original refiner 
bul “Or oUsiness: ‘so IT think you have to take-a 
very hard look at the possibilities there. 
wicePcainly Teel that ultimately, Af you 
ignore the time factor -- ultimately the Puget 
sound area and the other portions of the Western 
North America will be fine markets, They are growing 
in population. They are growing in automobites. 
They are growing in industry, but it is the matter 
of timing about which L am not sure. 
i think you have to look at the fact that 
Indonesia crude —~- which by the way is a very 
fine crude aside from the price advantages. As I 
understand it, it has some extraordinary fine 
other qualities and that will be a serious competitor, 
Lt think you will find that the Middle East 
crude under certain tanker rates, if you move your 
tanker rate down to NC -- 50 to 60 you are looking 
at serious competition there. Then whether you 


will weather the productional aspect which is there 
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or whether a large amount of production will come in, 
I do not know, but you have to recognize: that iv is 
on the coast and it is immeliately accessible, 

All these factors make me loath to make a 
dogmatic statement that in a very early time there 


is going to be a large increase in production, I 


thank it» is alwaysva boOssfbinrcy! 
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Now, I have seen many times in my ilife- 
time reversals of trend in supply and demand. It 
seems to me that practically always there is an 
over-supply or under-supply. At the moment we 
are in a worldwide position of temporary over- 
supply. I would hope the change in the indus- 
trial situation and in the consumption of not only 
North America, but Europe and the rest of the world, 
would correct that situation, and that here we 
come out into a new era of prosperity where people 
are seeking our oil rather than us having to seek 
markets, but 1 would have to say that there are 
certainly many elements of doubt about the timing 
Of way. 

MAY PATEL Would your company and 
your parent company, if assurances were given by 
the Prime Minister of Canada and the Minister of 
Justice that there would be no studies subsequently 
made by the Combines Commissioner, be prepared to 
sit down with the other producers in Alberta to 
see what could be done about increasing the market 
for Alberta crude immediately, and seeing what 
your parent would be prepared to do to assist in 
tay inerease? 

MR. KNOX: California Standard Company 
and Standard O11 Company of California -- the 
legal advice for Standard of California is that 


we are held harmiess both in Canada and the United 
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States from any such thing as a combines Act or 
anti-trust Act in the United States, or any other 
Aet. If we have that assurance, we will be 
very happy to do so, 

ie. PRC L LLG: Have you asked your 
parent company whether, without any sitting down 
with other companies, it was prepared at this time 
or in the immediate future to take in Canadian 
crude to assist in increasing the market for 
Alberta crude? 

MA, KNOX: I made rather continuous but 
completely unsuccessful attempts to sell Alberta 
crude in competition with Indonesian crude. The 
price difference was greater than my eloquence, 

ME. PATTILLO: When I was asking you as 
to what might happen as to exploration and develop- 
ment work in the Province of Alberta if a pipe line 
was to be built to Montreal with a throughput of 
more than 200,000 barrels a day, what I was really 
Seeking to find out was whether you thought it 
might result in such an increase in exploration 
and development that by the time the pipe line 
was ready to operate the producers in Alberta 
would find themselves again in the same position 
they are today in so far as the percentage of 
production is concerned. 


MR. KNOX: That is conceivable, but 


— again the uncertainties of results of exploration 
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work are such that while you can make possibly 
reasonable industry projections over a long period 
of years, it is very difficult to do it for a 
period of one, two or three years, 

MR. PATTILLO: Those are all the ques- 
tions I have, Mr. Chairman. 

THE CHAIRMAN: Well, I am sure Mr, Knox 


would appreciate a ten-minute break now. 


---A short recess. 
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THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing, Mr, Frawley? 

MR, FRAWLEY: Mr, Knox, you have been quite 
active in the affairs of the Canadian Petroleum 
Association? 

MR. KNOX: Yes, sir, 

MR, FRAWLEY: You have been President? 

MR, KNOX: I believe the title is Chairman 
of the Board, sir. 

MR. FRAWLEY: Mr. Knox, perhaps you would 
pardon me telling you that, in the circles in which 
I move, I have got the impression that you are 
regarded as being one of the most objective persons 
in this industry in the consideration of our present 
problems, 

iste a Tair thing to say to you? 

MR. KNOX: Mr. Frawley, I always appreciate 
flattery, even if it is undeserved. 

MR, FRAWLEY: Now, Mr, Knox, I have very 
HiGtle to discuss with you. You tell us you under- 
Stand Texas is about as badly off as Alberta? 

MR. KNOX: As far as pro ratable 2 WER Mas Be 
the ball park there, it is of the same order of 
magnitude. 

MR. FRAWLEY: And that ball team down there 
are just hollering their heads off to restrict imports 
of crude? 


MR. KNOX: That is correct. There are 
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literally thousands of Independents there and they 


are quite vocal. 


WR 


fit, BRAWLEY: Mr, Knox, you have given some 
consideration to the question of gas export from 
Alberta, have you not? 

MR. KNOX: Yes, I have, and it is a question 
of importance in several aspects. 

MR, FRAWLEY: Well, there ig just one 
aspect I would like to put to you. Would you think 
that a policy which permits Alberta GO export the 
gas which is surplus to her own needs will help 
Pac OLE eenduetry of this province? 

MR. KNOX: Very definitely so, six, 

MR, FRAWLEY: I have only one more thing 
to put to you: 

You have some misgivings about our 
market in the Puget Sound area? 

MR, KNOX: I have misgivings as to 
the date when we can set that on a large volume, 

MR. FRAWLEY: And you have pointed out 
this morning that there is Indonesian Crude, as 
you said, good Indonesian cCruce, coins in there a¢ 
a price which makes somewhat doubtful the competi - 
tive economics of our own crude going in there? 

MR, KNOX: I believe I said it could go in 
at that calculated price which British-American has 
given, which was not part of what I would calculate, 


and that I do not have any data as to Showing it 
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acuuaely Bolte kin: Oonut 4ts competitive position is 
as you describe it; 

MR, FRAWLEY: You told us this morning 
that because of defence considerations and other 
considerations which you mentioned yousleian nat 
if our crude could ¢o to Montreal economically that 
there just was no argument? 

Mn KNOX?! That 6 COPreCch, Bim, 

MA «PRAWLEY: Then I put it to VOUS ie. 
Knox, that on that sort of premise it behooves us 
DO Gaketa go0ds) Nard Look at the question of 
getting our oil to Montreal, 

MR, KNOX: I agree with that. 

MR. FRAWLEY: Thank you very much, 

THE VCHALEMAN? “Mr. Knoxpcyow spoke “of 
the Puget Sound area and you say it is a matter of 
timing more than anything else; but would you con- 
Sider that even though that time were to be a short 
time, that that would be a stable market, having 
regard to the history of the oil industry ECSeLT 
world-wide? 

MR, KNOX: I think you have to recognize 
that refiners on Puget Sound are all in volume. 
Now, they are connected by pipeline to Vancouver, 
down to the refinery now in operation, and there is 
provision made for the pipeline to extend on down 
to the Standard Refinery, when it is built. 


But then those refineries will be in a 
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position to get competitive crude, and I would say 
the normal profit incentive would still impel them 
to buy the cheapest crude. Now, there isa certait 
amount in steady contracts; if you are running a 

crude, a refinery will prefer to stay on with 

that crude, because it costs Money LOTShIt t,. oliere 
LS shite design, so while that is not as strong 

ee ACUOG a Gil as it 1s tnpas. 20 stiit has 

some effect, 

But I would think, for instance, that 
une new refinery, when 16 is built there, you 
probably would find it designed to try to use 
competing crudes, 

THE CHAIRMAN: Do you think the Alberta 
producer would have a better opportunity to supply 
that market in due course in the Puget Sound area 
if pro rating were not in existence in Alberta? 

Mike BNOX: That te a very difficult 
OMe IOn. ar; Pro rating Wwe a sort of mixed 
blessing. It prevents chaos. It prevents all sorts 
of legal arguments regarding whether it is a capture 
of one sort or another, just what your rights are, 
On the other hand, it tends to protect marginal 
aj Spe 

Now, without pro rationing and having just 
a free-for-all fight as to who would go out, the 
most economic production would win. The marginal 


production would simply not be produced or they 
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would not drill more Marginal wells. 

Now, the aspects, again, in that; are 
manifold, in that by so doing perhaps there are 
some economic advantages: maybe you can produce 
Cue OL Le Mate cheaper because you are producing 
a WeGLer O10. ard maybe you can push the market 
Slightly farther. On the other hand, you tend 
VO Mure a tou of individuals. There are a.lot of 
small producers who would be Very sorely hurt by 
that, and I think the small producer, in a broad, 
general way, has a very useful position in the 
PuOUS try. 

So I say, summing it up, while you might 
possibly gain, for instance, instead of getting 
your percentage share of production you can take 
your own production, still I am inclined to question 
the over-all advantages, 

THE CHATRMAN: Do you think the small, 
independent producer would be hurt Ereaver spy & 
Pit Cnet or pre rationing than he would be by a 
Continued locking-in of his production, tm the 
ground? 

MR. KNOX: I am inclined to believe that 
the change of method from pro rebvoning-te Won 
pro rationing would not yield a sufficiently eréat 
increase in market to make up for what he would lose. 

Now, as I say, again, that its a4 very, very 


4 


Bteii cul thing to appraise, but IT lean towards that 
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viewpoint. 

THE CHAIRMAN: Then you would lean towards 
ehe conclusion, J assume, from what you Say vo utes 
pro rationing leads to orderly marketing? 

MR. KNOX: Jes think, soo" Or course, 
you have to differentiate between pro rationing and 
conservation methods. You can have those without 
pro-rationing, 

THE CHAIRMAN: Quite, 

MR, KNOX; But I am inclined to think 
it leans towards orderly marketing and, actually, 
if pro rationing were in effect in the world, there 
might be a little less disorderly system than there 
is now, 

THE CHAIRMAN: We have had discussions before 
US with respect to this export market, which includes 
not Just the Puget Sound area but also the midcontinent 
and mid-western. What would be your own views as 
to Canada's likelihood of capturing any sizable 
portion of that market? 

MR, KNOX: I would be inclined to think that 
that would grow very Slowly and gradually, as you are 
in competition with the midcontinent erude, you are 
in competition with the eastern crude, and I have not 
properly evaluated what effect the St, Lawrence Seaway 
will have there. That is a factor to which I have not 
given enough consideration to have a sound opinion 
but, in a broad, general way, I think you will grow 


gradually. 
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THE CHAIRMAN: Would you agree that with 
the cost of trans-middle crude in the United States, 
due to depreciation of pipelines, and that sort 
of thing, even the mid-western field in the United 
States or market in the United States would be an 
unstable market for Canadian crude, even though 
it got there? 

MR. KNOX: It would be a highly competi- 
tive market for oil, and I think there would be 
elements of instability for a while. 

THE CHAIRMAN: And one could argue, 
could one not, that even with the increasing demand 
in that area, as time goes on your trans-middle 
COSG Will go down and it will be even more compe-= 
tative to Canadian crude than it now is? 

MR, KNOX: Well, of course, I believe 
Liat the United States itself is in an older 
Stage of exploration and production than Canada, 
ana L think that there will be a gradual increase 
in one nese Tor inports: of crude oll. As far as 
the domestic economy is concerned, I think they 
will have to look outside the country for new 
amounts of crude. The trouble, as far as we are 
concerned here, is that there are many sources 
Pom Toa. erude: 

THE CHAIRMAN: And you have got your 
largeproducing companies using or having rights 


to what one would call concession oil in countries 
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like Venezuela and the Middle East with lower dev- 
eloping, lifting cost. I would think that Canadian 
crude would become less competitive as time went 
On. At least I suggest that to you, and I would 
like your views. 

MR, KNOX: Of course, the Middle East 
crude 18 @rtremendous, factor am the world, si tua- 
tion. With our reserves running into hundreds 
of millions of barrels, it is obvious from an 
examination of any of these briefs that they are 
not producing to anything like as high a rate 
as Canada and the United States. People in these 
countries are going to be anxious to increase 
nae procuction.and,.of course, anxious to get 
as 00d ayprice for it«too,eandsthe people.in 
these countries. will.wish to ,put. their .caix 
share of crude on the market, and they might 
argue that their fair share is even larger than 
it is now. It becomes a matter of how much they 
push the price down in order to widen their mar- 
ket. 

THE CHAIRMAN: Not only in the interest 
OF these countries but also very definitely in jythe 
commercial interest of the oil companies who have 
the rights to produce the oil in those countries. 

MRyY KNOX: Yes, IL would think so... Actu- 
ally I would also think, just as a personal obser- 


vation, that probably a fair share of the world 


-jab- sonal dat | dee bee rioe vei baw. & 
nm ibeinie> 2ackt, lake, mca T ee sn 
jeow smi’ ce svt iveagnca- geet saat era! ain 


, a a tal: 
ea: 2 I BOts 
& a 
: PLE! 4 
oe “hy - 
‘ft = co 
wy boa 
fal Boe 
2 ae pe s ves 
ce Vs 
Se oy yr 
rig 
on, clan 
! Sitges 
. *. | 
an 4 
% 
Sec ge 4 
' bhp &' 
i 2% 
Pai a I ‘wd 
re id a i i.e + 
re 5 PA ira 
= * tT r { * 
iy eS 
Sit ow, ae 
‘et TSURFCD at 


sity |, OB. Meets iw Lc oT) ae 4 eA ie 


¢ ie 
7 Y 


Rees. 


DAiow 


sy 


Bits 


salinity Py Rut oul ones 


Ze ‘be leet. aa “dra cen fe 4 oer 


ee ane 
Oh) hl de ie ne Me 


wot alent eovroess sue ise aoe 


volvga si ot , elovtads Teiencii sin ta 


lebiw. om vebeo cf. aweb 6s fag dork Tae 


| ‘ 
remuoy Lip ord “1G japseaae falorarens MM 


: 
zz 

{ SUS 

pe JU itede> SF he! 


ah + eee 


a ans 


Len pe 


OE Giat-> Sues ounnaiye: Zitsexd. 7h one. 
ot ,satwod tO «XO: 7 + 


ait af vodtoat euchuanat) e-af eilris 


toind eaend [So Yas ic Hote anes 
tii BSR HLL SAI VAS Ou art Asati en 
¢ j,2eteve. betta edd, Oise sbened am 
+ euotzuas od of goign st& aeityneog 
fxnn \»otav09 to. bite nels oubecd Sang 
ats DOA i007? te aes ao Lee 8B DOOR fb 


7 iy - ae va t+ has J . ~ Fe - 
mig 3J0@ O¢ NAL Licy Ae iee] . sae, 


a 
nk Piro 20K TAAMELARD mee 


16h yiIsav Onin. oud s velitates, masa xe be . 


ont pt afl ais ait 7 " 


A Ais ine 


ine 


ANGUS, STONEHOUSE & CO. LTD. ne is § 
TORONTO, ONTARIO 


market is in the free world, and actually the 
industrial activity of Europe demands upon the 
activity of those markets. So despite the pain 
it is giving us, I think we have to look a LItvie 
bit at that viewpoint and that they should try to 
get along on that. 

THE CHAIRMAN: And that is why we 
Rant Look as the sitoacion, 2a 1 see st, trom 
the point of view of Alberta alone, of Canada 
alone; you have to take these factors into account 
when you are considering capturing the United 
States markets. 

May CNOMS 72 think that is so, sir. 

THE CHAIRMAN: Thank you. 

MR, COMMISSIONER BRITNELL: Mr. Knox, 
I am not quite sure whether you have answered my 
question in answering the Chairman. Il Chivas 2 
am thinking perhaps of a slightly more circumseribed 
area than the Chairman was. Would you agree to 
give us your views on the probable or possibile 
expansion of the markets more remote from tide- 
water now enjoyed by western Cenadian crude ZY 
the St. Paul-Minneapolis area in particular, (a) 


in the short run, and (b) in the longer run? 


MR. KNOX: Well, it seems to me that 


the St. Paul-Minneapolis area is a logical outlet 


for some Canadian crude, and, of course, there 


oo is a pipeline established there catering for 
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medium gravity crude. I am inclined to think 

that that market will grow, and perhaps the 

St. Paul-Minneapolis circumscribed area will grow 

a little more there. It is not quite so susceptible 
to competition, so I would be inclined to suggest 
1te26 i/o L1CtlLe BLT more Tavourable light than 

the broader area the Chairman mentioned. 

MR, COMMISSIONER HARDY: Mr. Knox, there 
Ve SNe Guestlon;, GuUSt to fet The record ‘complete, 
thew Wout ike TO ask you. S Lt correct Tha 
ependarc Ol CalLrornia has a, subsidiary in. Trenidad? 

MR. KNOX: Yes, sir, we have a subsidiary 
Pie teiasden., “Lf mient mention chat L did not give 
a complete List of the subsidiaries; I think i? 
would be a waste of time. The annual report of 
the company has a complete list of the subsidiar- 
egy 

MR, COMMISSIONER HARDY: Does thet sub- 
Sidiary market in Canada? 

MR. KNOX: Unfortunately, that subsidiary 
does not have any production. 

MR. COMMISSIONER HARDY: Another ques- 
tion, Me. Knox. [would ‘think’ Drom the. evidence 
that we have heard here where it has been suggested 
-- not your evidence, but evidence that has been 
presented previously -- that there is reason to 


believe that the Ontario market in the Toronto area 


for western crude could be developed considerably, 
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and as you push eastward the boundary it becomes 

competitive with Middle East or Venezuelan oil. 

I would think that tne Standard Oil subsidiary 

in the Maritimes and also British Petroleums 

both would be in a pretty sood competitive posi- 

tion at the present time to block that expansion 

eastward to a great extent. Would you agree with 
Sab OL ROL? 

MR. KNOX: Well, certainly I should 
preface this by saying that as far as Rie ace. ea 
ties of the Irving Oil Company are concerned, 

IT am no authority whatsoever, Cue ey 2S my vader 
standing that Irving has been purchasing products 
outside the country and that they plan to butts 

a refinery and to manufacture those products in 
Canada rather than import them, in Saint John, 

New Brunswick. Now, again this is really stepping 
out of my scope, but to me the natural market is 
the Maritimes and the eastern Quebec Province. 
Just what the dividing line is where they can com- 
pete with oil put into Montreal, I cmldn't say. 
That would be a subject for GuUuive 2 detailed market 
research. 

MR. COMMISSIONER HARDY: Thank you. 
There is one other question directly concerning 
one of your answers to Mr. Pattillo's questions, 
and I think you were being a very fine citizen 


when you admitted that you probably nave some 
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responsibility to develop markets for western 

crude... 22a there anything in any of the contracts 
that you have with the Government authorities in 
hiperta that puts that responsibili 

May KNOXs No, amd when 1 said 1 felt 
we had some responsibility I didn't mean a con- 
tractual responsibility, I simply meant the 
responsibility we felt towards benefiting any 
community we are in. 

MR. COMMISSIONER HARDY: But I would 
imagine that your firm -- you go into wildcatting 
as well as buying proven reserves. 

Mi, KOR. Yes. 

MR. COMMISSIONER HARDY: And you pay 


D 5 PA 


substantial sums to the Government for the right 


MR. KNOX: Very substantial sums, and 
HDature: ty nee 2.6 a. change im trend. of explora- 
tion with larger sums spent on tnat, and those 
sums are a helt to the Government, but they also 
Sod very substanbially to the cost of finding ofl, 

MR. COMMISSIONER HARDY: There is no 
reason, of course, why the Government bodies con- 
eerned would not put in a requirement for market- 
ine it, Lhey. chose to do so, 

MR. KNOX: Dr. Hardy, that ls correes, 
The one point I would like to emphasize is that 


we feel that the one right we should have is to 
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continue to engage in activities on the same basis 
on which we come in. Any restriction that anybody 
makes is perfectly all right as long as we know 
ahead of time, but if we go into areas with one 
understanding and that is changed, why, it is 

very unrortuneve, and. at 1s unfortunate, I think, 
from several standpoints. 

MR. COMMISSIONER HARDY: Well, would it 
not be correct to interpret your position as being 
this. heat, as manager of a Canadian SubsLOLary 
of California Standard, you have a personal in- 
terest in your own firm to get as much income 
as possible from the sale of crude oil? 

MR, KNOX: That is correct. 

MR. COMMISSIONER HARDY: But when you 
are selling it intemally you must: be “im compe=- 
tition, and the companies take the same POST cLOM, 
they all want to sell their own crude through a 
subsidiary. 


MR. KNOX: Yes. 


: 
1 


3p - 


LOREX 


ay ia | 

; 
‘nw 

% 

t 

- 
‘ 

ae Ww 

t 

4% 


(A8d Sie: wes | > oad be ie ecuer | 


Fist? Tokyo yeas, WW ak: d09% aN Wot a ioe. 


eer 


cael Se Se ite qigabrg nt gia 


i 
- 


SOR, OTR Gu. BWW: De: ‘Se. jomeid te piers 
tiie .Dearete el pet Sain Sy ybBa V8 arcetantt 


SRT We Se i SD OS eae eu wea 


a 34 Cor Ad Oe os ye Pe — 
(fTLGCGeNaw Loa Sessa" MOTT 


ANGUS, STONEHOUSE & CO. LTD. 5562 
TORONTO, ONTARIO 


MR. KNOX: I am in competition from 
the aspect of selling crude into corporation chan- 
nels and naturally I try to push my own sales 
as hard 2S . can. IT am also in competition -- 
Since I have not been so fortunate as to get into 
the position of sending money to them rather than 
the. reverse. Lam. in competition in money. . In 


other words I am somewhat in the position of a man 


who goes to a bank and says, ‘I have a good venture. 


I want to get some more money." We are very 
definitely in competition from those two aspects. 

Now, if we reach the stage 
where we are generating enough to 
cover all outlays, why, that may change somewhat; 
but to date we have not been able to do that. 

You can look at that and I have looked 
at that from the standpoint that Canada is a 
fine place to invest and therefore a corporation 
should continue to reinvest any money and should 
BOG. Gee. 

MR. COMMISSIONER HARDY: Thank you very 
much. 

MR. COMMISSIONER HOWLAND: Mr. Knox, 
I would iike you to follow that conversation on 
tab point2 little further, What type of 
thinking do you meet with your parent company 
when you put these arguments to them? 


MR. KNOX: For some reason I think I 
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have a slight bias in my favour there. 

Lt i8 dlifacult for mé to argue; for 
instance, that the return on investment will be 
Sa soo 2h Canada ab at wlll be, for instance, in 
the Persian Gulf. I just lose all arguments 
there and it is pretty difficult to compare with 
Indonesia and I think from the industry's stand- 
point ab would be cifficult to compare 1% with 
Venezuela; but one of the arguments I have con- 
tinuously used is the fact that I feel that we 
can count that once an undertaking has been given, 
we have entered an area in Canada and we can 
operate under certain conditions there indefinitely 
due to the character of the people. 

MR. COMMISSIONER HOWLAND: That is 
really a most convincing argument. 

MR. KNOX: That is the best argument I 
have. 

MR. COMMISSIONER HOWLAND: JUusc one 
other thought. You have stressed particularly 
the competitive position of Indonesian oil in 
evaluating the competitive position on the West 
Coast. 

MR. KNOX: es. 

MR. COMMISSIONER HOWLAND: I believe 
your company has some operations in Indonesia. 

MR. KNOX: Yes. We operate there 


primarily in Sumatra and there is crude near the 
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north coast of Sumatra which we developed jointly 
with a partner and that crude has been building 
up rapidly in the last few years. It is com- 


paratively shallow depth. It is accessible to 


ocean transportation. It is a fine quality crude. 
It looks like at the moment a success- 
ful venture which should repay for some of the 
MNnSuUCccessiul ones. 
MR, COMMISSIONER HOWLAND: Your thought 


here is that because of the quality and the com- 


petitive advantage in regard to price that this 
is probably, even in the long run, going to be 
the major competitor on the West Coast? 

MR. KNOX: Well, on the basis of 
economics [ would regard it as the No. 1 competitor. 
i would say that probably the No. 2 competitor is 
the Middle Bast crude on the West Coast at this 


moment. 


tT would be inclined to look at Venezuelan 
crude as the least economically on the West Coast of 
the taréee, That ignores, of course, possible 
Alaskan crude. 

MR. COMMISSIONER HOWLAND: I was very 
interested in your capacity to climb above this 
problem and discuss it, as Mr. Frawley said, 
objectively and a question was raised -- I am not 


sure whether it was by you or by the Chairman -- 


regarding this somewhat larger problem of a free 
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world in the use of these resources -- world re- 
sources Of oi] with some kind of allocation on a4 
world basis. 

My thought at the time just reached 
towards the positions of Canada and the United 
states. The United States, as we all recognize, 
is the large partner in this problem of ours and it 
struck me at the time it would not be fair to ask 
Canada to bear any bigger portion of that generous 
or maybe sensible attitude in regard to restricting 


imporcs tham the United States shall. bear. 


How do you feel about that? PALE se 
not a view of mine. LY Us JUSL 2 Choueny av 
the time. is Tiis reasonable? 


MR. KNOX: Well, LI am inclined to think 
that worlo responsibility is roughiy representation 
by population, In other words I am a little bit 
inclined to 200k at each individual and say 
every individual in the world has a similar 
responsibility. 

MR. COMMISSIONER HOWLAND: Thank you very 
much. 

THE CHATRMAN: Me. Knox, thank you very 
much indeed for coming here this morning on such 
short notice. 

IT might say that your reputation had 
preceded you as far as the Commission was con- 


cerned and we all had a high regard for you by 
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reputation before you arrived, I can assure 

you that regard has not been lessened by what 
you have been able to contribute to our problem 
this morning and we are very grateful, and I want 
to thank you very Ne Sue, FOr coming. 

MR. KNOX: Thank you. 

THE CHAIRMAN: Gentlemen, before we 
adjourn I notice Mr. Rea is amongst us this morning 
and there is a question which I wished to ask him 
woieh nad omitted to do yesterday afternoon and 
sEnce Tie Teistill here, I am wondering if he would 
be good enough to come up and allow me to ask him 
one or two questions with respect to his personal 
views. 

Lam sorry cto do this to you, Me. Rea, 
but I know you do not mind, at least I am sure you 
Chen, 

IT had it in my mind yesterday to ask you 
and then omitted to do so when we adjourned 
whether you would give the Commission your per- 
sonal views, having regard to your wide experience 
during the last war as one of the very senior men 
in oil control in our country, what you would feel 
from the point of view of national security if 
the movement of oii crude to Eastern Canada, and 
including that to the Montreal market, is left 
to oceanborne tankers in the event -- which, God 


forbid, will not happen -- of a threat to our 
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national security. 

MR. REA: Well, Mr, Chairman, taking 
it step-wise, I think if we get into another war 
I would assume right off the bat that trans- 
ocean movements, Atlantic-wise, Pacific-wise, 
for crude or would be cut off. 

We would then look at the problem from 
the Western Hemisphere standpoint and move crude 
GiL in the manner where it could most effectively 
be procected., 

ft think First alone the West Coast 
here in Canada would pour into the West Coast crude 
in great volume. 

On our East Coast they would possibly 
be supplied one hundred per cent by aerial umbrelia 
from Venezuela to Halifax and Montreal. 

Supposing. the war 200 a little hotter 
and tanker movements became difficult, as they dia 
in the last war, when I recall that Halifax was 


7] 


Cliore (rom crude For es, short period Of Time; 
then the next measure would be to attempt to 
supoly all the refineries by inland movement. 

I would assume then that, taking the 
Canadian picture, the West Coast of Canada would 
be ali rignt through Trans-Mountain pipe line. 
The Prairi: Provinces would be all right. The 
Province of Ontario would iikely be taken care 


f through Interprovincial pipe line. 
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Now then, what about Montreal? Possibly 
what we would look at would be finding out how 
quickly we could expand the facilities of Inter- 
national Pipe Line through additional pumping 
Stations, etc., to get a greater volume into 
Ontario, and secondly, we would consider running 
a pipe line from the end of Interprovineial to 
the Toronto area directly to Montreal. That 
may be also supplemented by tanker movements from 
superior through the St. Lawrence waterway 
system right to Montreal, 

AS a Suggestion, in a national emergency 
there might be some merit as a defence measure 
fo Waving a svockpile of say 20 or 30-inch pine 
that could be strung from Toronto to Montreal, 


if need be. The right-of-way is already there 


for Trans-Northern pipe line. 

It may be well to ask the engineers of 
inverprovincial how dquickiy and what additional 
capacity could be installed by additional pump 
Stations through a certain grouping to provide 
adequate throughput so as to get an additional 
quantity to Montreal on short notice. 

THE CHAIRMAN: That would still leave 


the problem of supplying Nova Scotia and New 


Brunswick. 
MR. REA: Yes, I think that would be 


difficult if tanker movements were entirely cut 
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Ole: Somehow that oil could possibly move from 
the Ontario refineries or from the Montreal 
refineries by movement along the St. Lawrence 
waterway system and the Guif in through certain 
areas of the Maritime Provinces. 

THE CHALRMAN: By tanker from Lake 
Ontario, 

MR. REA: By tanker from Lake Ontario 
or from Montreal. 

THE CHAIRMAN: Thank you very much, 
PHOeeO pie. hed. tT oir sorry vo have ~asked you 
to come back but I omitted that question which was 
in the minds of the Commission, I think. 

Has any member of the Commission any 
question to ask? 

Thank you very much, indeed. 

MR. REA: Mr. Chairman, supplementing 
my testimony this morning on the Droo Lem OF 


supplying the Montreal area in case of war and 


assuming tanker movements were Cut Ort: ol rererred 


to the possible extension of Interprovincial pipe 
line from Toronto to Montreal. 

Tnasmuch as the movement of oil would 
be dealt with on a continental basis, Cis OLS 
possible the great network of large diameter pipe 
lines from the Texas and Mid-continent areas would 
supply the Sarnia refineries (170,000) barreis 


daily) permitting the full stream of Interprovincial 
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pipe line to go on to Toronto and Montreal. 
THE CHAIRMAN: Thank you again, Mr. 
Give 
Gentlemen, we wiil now adjourn the 
hearing until Monday morning in this room at 
ten o'clock at which time Mr. Levy from New 


York will give testimony to the Commission. 


-~--Whereupon the Commission adjourned at 
dey ae cueils ween or et. 70Ou a...) MONGaY,, 
May 12, 1953. 
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Monday, 
May 12, 1958. 


---On resuming at 10.00 a.m. 


---Mr. Commissioner Levesque was not present. 
---Mr, Commissioner Ladner was not present. 


THE CHATRMAN: Gentlemen, the Commission 
Will now resume its hearing, Mi, Paro. L162 
Mey PATEL EL: Thank you, Mr. Chairman. 


This morning we are going to hear the 
evidence of Walter J. Levy. Mi pe Lew yen. sti ies 
associate Mr. Lipton have come here today at the 
request of the Commission and at their own expense. 
Mc ..Levy prepared. a report for the, Home..011. Company 
Wael 1 S.pert, of the Home O1.1's submission, as you 
know, but. that submission is finished and he is 
here in an independent capacity without a retainer 
from anyone. 

Mr. Levy, where do you presently reside? 

MR. LEVY: Tnetew ork VOL ty. 

Mn... PATTI LEO s And what is your occupation? 

MR oo Lal VY 3 [.act..as. economic oi] consultant 
to private companies, governments and other business 
organizations. 

i.) PADT ILO: Would you please detail 
your education, your experience to the Commission: 

MR. LEVY: Certainly. I was born in 
Germany, educated in Germany and England. I started 
to work in a press and economic office for the oil 
industry in London in 1936. I came to the States in 


early 1941, and I worked for a short time, part 
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Doi & 


time for the Fortune organization. Then I went 

to the office of Strategic Services in Washington, 
D.C. I was, during the war Vears, I10S0 secharce 
of its oil work -- under the Joint Chiefs of 

ebAi. . I was later concerned with the problem 
of oil supplies to liberated areas. After the 
end of the war I was engaged in petroleum research 
for the Department of State in Washington, D.C. 

I resigned from government service, from U.S, 
government service early in 1948 and became 
economic advisor to the Socony Mobil O11 Company, 
After three months Paul Hoffman, who was then 
appointed as the head of the Marshall Plan or- 
ganization, asked me to take care of the Petro- 
leum program for the Marshall Plan. I resigned 
from HoaC,A. in 1949 and opened an office as oi 
consultant in New York State, I have since that 
time acted as consultant to many corporations, 

and I have acted also as consultant to the 

United States Government. Particular events 

of interest may be the Iranian oil crisis 


where I went with Mr. Harriman to Iran to 
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Meier ore Crisws, and during the Suez crisis I 
was appointed by the United States Government to 
heip in the or] Supply to Europe in 1957. 

That may give you some of the background 
YOU May Wish co Taye. 

MR, PATTILLO: Thank you,Mr., Levy. Now, 

Mr. Levy, you did prepare a report at the request 
of the Home Oil Company and a short Supplement to 
it which have been filed in evidence here as part 
of the submission of the Home Oil Company and the 
associated companies, 

mR. LBVY* Me: Pattillo, that is correct, 
May I perhaps use this opportunity to introduce to 
the Commission my associate Mr. lipton who worked 
a great deal in this job, and any credit is his asmuch a 
bo eto thie Organization. I Say this before a 
critical comment is made, 

MR. PATTILLO: I would first like to direct 
the Commission's attention and yours to the supply 
and demand situation in the world of oil today. I 
wonder Ii you could briefly develop: that forsus,, tel— 
ling us which are the producing countries and which 
are the consuming countries in your explanation. 

MR. LEVY: The oil-producing countries, 
(just to get them out of the way, are the United States, 


Venezuela, Canada and some other Latin-American countries 


(I don't want to list them all; and, of course, in the 


lastern Hemisphere, first and foremost the Middle East 
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countries, in particular Saudi Arabia, Iran, the 
Sheikdom of Kuwait, Iraq; and again a few smaller 
ones in the Far East, Indonesia, and then you have 
a host of countries in the Eastern and Western 
Hamispnere who produce a little bit of oll. 

Now, you asked me about the supply and 
demand position, and obviously, as we know, at the 
moment there is a world surplus of oil. 

MR, PATTILLO: Approximately how long has 
that. situation existed? 

Nios LEVY: JAS an acute situation. viewoulrd 
say it has developed shortly after the Suez crisis. 
If the crisis had not occurred, my guess would 
have been that the surplus would have become apparent 
befere., I may also add that as a potential situation 
and as 42 potential surplus, I guess we are facing 
that surplus situation in the absence of political 
and other supply crises of concessionary develop- 
ments such as happened in Iran resulting in the 
interruption of supplies, and we will be faced 
with a surplus for a very, very long time Go come. 

MA... PATTILLO: That is unless seme emen- 
gency develops whereby a source of supply is cut oft, 

MR. LEVY: I would say that is correct, sir. 

MR, PATTILLO: What are the leading censum- 
ing countries in the world of ah i By 

MR. LEVY: The leading consuming countries 


would, of course, be in the first instance the United 
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States, and I would say then you would have the 
United Kingdom, Canada; and Europe as a whole, of 
course, is the second largest consuming area. You 
don't want me to give the individual countries? 

in PAL ULL: No. Can we for a moment 
took &6 those consuming countries and first deat 
with the United States? What are the present 
sources of supply of oil that is reaching the 
United States? 

ME, LEVY: First and foremost there is 
the domestic industry which is producing at a 
reduced rate considerably below its potential, and 
then we are drawing on imports. I might add, 
perhaps, that there is a surplus capacity existing 
right now in the United States which is on the 
order of 2 million to 3 million barrels a day. 

MR. PATTILLO: If they were producing the 
maximum they could produce that many more Darre Le. 

Mn. Gs xs That 1s eorrect, sit. Wwe 
are drawing on imports for the Uniped pvaces, Our 
source of supply, tor instance, GOonsists of *crude 
oil as well as refined oil in large quantities from 
the Caribbean, and then we obtain supplies in addi- 
tion from a number of Middle East countries and 
some supply from Canada. 

MR, PATTILLO: Now, the United Kingdom: 
what is the source of its supply? 


MR. LEVY: I would say to the extent of 
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70 per cent or 80 per cent Middle East sources, plus 
some supplies from Venezuela. The Dutch West Indies 
have refineries which mainly utilize Venezuelan oil. 

ME PAL CEL: Is there any United States 
oil going into the United Kingdom today? 

UR al Vs There may be some specialty oil; 
THEre May be a trickie of crude and supply, babra- 
cating oil may take place. During the Suez crisis, 
of course, that was altered and a large export of 
products took place. 

ME. BATE LULL: And Europe, what would 
its sources of supply be? 

Nic GEV: In general, the same as those 
of the United Kingdom. You can assume, to make 
it perhaps on an overall basis a little more simple, 
that the Middle East supplies 30 per cent to 90 per 
cent of Hastern Hemisphere requirements, another 
few per cent come from Indonesia, and the remaining 
quantities to all intents and purposes. from Venezuela 
and the West Indies, and that the Western Hemisphere 
draws its supply to the extent that local resources 
are available from local production, supplemented 
by Venezuelan production, and I believe that gives 
you more or iess the overall picture of world oil 
supplies. 

MR. PATTILLO: Toa Sum Up, World Lo. pe 
correct to say that outside of specialty oils and 


perhaps the odd trickle, the United States is using 
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its own oil and not exporting it? 

Miwa fs Lao. LS COrreavy 

MR. PATTILLO: And about how long has that 
situation prevailed? 

MR. LEVY: I think we became a net importer 
sometime in the '50's. Of course, not for the 
first time; I think they were a net importer after 

the First World War too, but basically the 
days of United States imports are, to all intents 
and purposes, over. 

Marae riLLoO. Now, 1 would ive vo cis 
cuss for a moment, if I may, because of its prox- 
imity and its influence over the North American 
continent, the control of the sources of supply in 
belle ced .ababes. Am 1 correct in thinking “hap 
the producers in the United States can be broken 
down into three categories: the independent producers 
who are solely producers; continental producers 
that are carrying on an integrated operation but 
are confining their operations to the United States 
only; and international companies who are carrying 
on an integrated business in the United States and 


also in other countries in tne world? 
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MR, Livy: If you want you can divide 
the oll industry in this manner: would ice to 
point out that great changes are taking place in 
the categories in which you listed them. I would 
say basically that independent or continental 
producers, as you call them right now, would love 
to become an international producer and they are 
making efforvs voudo so on a Taree scale. 

Maw PATTILLO: in’ that trend, that has 
DES initio ree for thewiasta ten years and companies 
are gradually getting into international situations? 

MRie Ga Vive inaoes cents There has 
been a terrific increase in the number of companies, 
smaller and larger ones, who have gone out of the 
United States and are looking for oil in the 
oddest places you could think of. 

Mire PAULL: i Can think of some 
pretty odd places. 

MR, LEVY: There they do not look. 

MA OPATTIGLO: Now, can you tell me 
whether I am correct in thinking that the large 
international companies that are operating in the 
United States are Standard of New Jersey, Shell, 
Gulf, Texas, California Standard and Socony. 

There may be others, but are they all international 
in the sense that I have used the word? 

MR. GEVY: Yes, of course Shell wher 


you consider them to be internationally .cwned, 
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their parent company is a British company. 

MaWePATTI£REOs But are there any other 
large companies having an integrated operation in 
the United States that I have not named? 

MR, LEVY: Not that amount to a very 
DLE thine. 

MRA  PATTT GEO May we just look at the 
StuuatiLow InVenezuclavror a second? How would 
you classify the companies that are in the pro- 
ducing business in Venezuela? 

MR. LEVY: Up to a few years ago most 
of the production in Venezuela was obtained by 
three of the international companies you listed, 
namely Standard Oil of New Jersey, Shell and the 
Gulf O11 Company. 

However, in the last two: years or so 
there has been a tremendous influx of other com- 
Dafnies) exciusivelys Lobelieve,, Ameri can .con- 
panies, into Venezuela. When they opened up 
their concessions, their new concessions, [I 
believe they obtained about $700 million for new 
concessions. I might also add that some of 
the companies that went into Venezuela a year or 
two ago appear to have found large oil resources 
already as a result of the new efforts being 
made. 

MiatRATPELoGOs Now, would you explain 


to us how the Venezuela government operates with 
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thelr producers there, just generally? In other 
words, you have made mention of concessions. Would 
you explain how concessions are obtained generally, 
the type of obligation that the government re- 
quires? 

MR. LEVY: Venezuela under its petroleum 
law, which I believe was drafted in the 1940's, at 


that time asked oil companies to put their conces- 


Sions under this law. Up to that time there were 
a variety of laws under which concessions had been 
obtained and ever since the hydrocarbon law is 

a yardstick for concessions in Venezuela. Now, 
the government had still retained oil rights over 
very large parts of Venezuela which had not been 
taken up by anybody and they had not issued con- 
cessions for at least ten -- I don't know Srao Gly 
the figure, prior to 1956 or 1955. Then they 
Started to delineate areas which would become 
available for concessions, large blocks, usually 
in blocks of 25,000 acres or so. Many of these 
blocks were areas which had not been utilized 
before. Other companies had become interested 
in areas for oil search and the Venezuelm govern- 


ment offered these areas in large blocks asking 


for competitive bids from companies who were 
interested in obtaining them. They asked, first 
of all, for bonuses; secondly, in many instances, 


they asked for commitments on royalties. in 
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other instances they asked for obligations to 

at least refine a certain part of the production 
and the figure usually was 15 per cent or so, 

Then they asked in other instances for, as they 
put it, advantages to the nation such as assistance 
in their own petrochemical business -- first for 
uranium, and on that basis bids were made by a 
large number of companies and bonuses were, I 
believe, as high as about $2,000 per acre. 

MES cen eT. Oy Now, in Venezuela are 
any of the producers faced with a situation where 
whether they sell production or not they are re- 
quired to make minimum payments to the government, 
something similar to a take-or-pay clause? 

MR. LEVY: Not in that sense. a 
would have to check but I am sure not, and I would 
like to say there are not minimum payments; there 
are certainly no punitive clauses along that line. 
If you do not produce you do not have to pay royalty 
or income tax, but there are certain payments which 
may have to be continued. 

WAY PATTI OULO: Now, are all mineral 
rates in Venezuela, including oil and petroleum, 
owned by the government? 

MR. LEVY: Under the present law, yes. 
There were some instances in the past, and there 
are still some private royalties, but at ‘ne moment, 
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MR. PAUTTILLOG: Now, let us turn if 
we may to the Middle East. What type of pro- 
ducers would you find in the Middle East in the 
countries that you named, and I am only dealing 
with the principals. 


NE. EV The principals, you would 
have the major international oil companies as 
concession owners. However, in the last few weeks 
there have been important changes for more new 
concessions under changed terms and they have been 
Piven to an italleantsroup, to a Japanese group, 
and they have been ratified by the Iranian pariia- 
MencCeuoe the ovanderd O11 of Indiana. 

MY. PAT tii: Now, which are the main 
companies that are presently in the Middle East? 

MR. LEVY: The main companies would 
be Standard O11 of New Jersey, Guif O11 Company, 
Die. LG) DOCOny, Standard OL of California 
andr Texas There you have them all, 

Mi ae TL That Ls the trouble; 1 
have not, but I have their names. Now, can you 
give us some idea as to the conditions under which 
they operate in the Middle East? 

MRS EV In the Middle East, the con- 
cessions, at least to the extent that they affect 
these major oil companies, were all issued a con- 
siderable time ago, some as early as 1906 or 1907 


-- the concessions in Iran -- and then in the 1920's 
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or 1930's. These concessions are usually for 
very large areas. In some instances originally 
they covered the whole country. They are con- 
cessions which originally started with commitments 
to pay a certain royalty per ton of oil produced -- 
at that time 4 shillings gold per ton produced, 
Now, all of these concessions have become what is 
commonly known as 50/50 concessions and it con- 
Sists of a royalty payment and is subject to 
income tax, which will bring the government's 
share for the total profit to about 50 per cent, 
and later that may have some implication on price 
questions. 

MAS) PATTELLO* ine? other thing 2 
was going to ask you, is there any requirement 
out there by any of the governments that there be 
a minimum production area, that royalties are 
based on minimum production, whether they achieve 
Sie Or nov? 

MR LEN Ys There are certain payments 
in lieu of concessions which are usually very 
small, but as a practical matter I would guess -- 
I do not know how healthy the position would be 
if their production continually declined rather 
than increased. In that case I would not like 
to be in the company's position on that basis. 

I might also add that when the Iranian 


Oil prices were settled Iran insisted upon at 


ee seen Rohe | 


: 7 4 
f " ¥. a * 4 7 . s 4 ] . aa ee] 
Sufidi iJ whe 9 Fy \, vy ho Or 5 x? bt A 3 Is Sf a4 ie o A y Pere eae uisges 
wih : : , y "~ Sa iy a eas A ae oe ; a ee ee 4 a. i cay Sxeatte a 
r ; jot) ey ES gee ite LA MRMecicteasy gray sere na ce aaa ii ce 
i 
y oF hai de ‘ wis ] L i ty ‘ ¥ iy Qa - P mf = aie A ¥x Ort ay a4 s I ay o J a Yad OF 
ee i eS ne tie ; i Ss 
| . + o°4 Set bee waentht idad, sm23..tad? Js 
; w ot ee = this ee . ef : 
— rf : 
| j { sod sved ettotsapouen sent to Lis aro 
4 ee Se i Dee = hi 7) ea PE oer ee : 
7 
: of ~ y's * sels “a agetonel 
$ 5 me sydon OF\OC BB AWS ; OD 
© i bis ai wags ROC BB Awom yLnorme 
il i Ss 


n,) 


>? «poe 7 & te s 3h aes 
Nabe 7 Paine: ¥v LBVON » (LN2 Ato B§ 
4 ‘d ‘ ‘ é ’ cae F 4 
. e w - test ie Ft a cy prt f) 
& ; it uyted Liuw doic yhsy smoot. 
as, a ERAT gen te Sle ek Pare) - 
eee ese oy a AB a aS 5 
4 7 oa ? fmt re mn f 
4 y Org . PELOLd LE000 Sin Tel See 
j Bin ; veshn rg 
: ? ‘a a, Sem s : 2 


NIE 140 ey Ba 


’ 
oe 

ee 

~~ 


vist yliilauan 28S ise, GL\< siaesonios: Ip att 0 


“~~ 8298S rel Low I 
5A ts bk oe fe er 
1 Diuew mettieog end ydoited wos wot: dodeoR ey 
ed DHLvuCH iy body ory ee NLL We i 


qeroet res chin 


ey s i: a Rtas sys 


Oo! he J Ont Diva, S889: Spggih , 


i 


= a 


* ? 
Paes fai 


cog ine! iy pa PR 
teat £2 ee ey a 


~ 


ff 


yi 
ES) Bilin 


5584 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


(a 
No EY 


least a production up to the -- they have been 


expanded in accordance with the general expansion 


of Middle East production. 


Mitce PATE ET TO: Now, in Canada am I 
correct in thinking that the people who are in the 
producing business in Canada could be broken down 
into the same groups that I have mentioned in the 
United States, namely independent producers, what 


I have called continental integrated companies 


and international companies? 


Mew. Lal Vy I guess that would be correct. 


MR eo PATUTLLO: Now, can you give us 


some ideas of methods of conservation and pro 


ration that are in force in these, particular areas 


thats Beve. been discussion, first of ali, in the 
United States? 


MR, LEVY: ket me preiace 1U with 


thie. lL would nov @2laim to be an expert in pro- 


duction economies or conservation but I can give 


you the general picture. 


Mk, PATTILLO: mat ise what ] want. 


MA. LEVY: In the United States, of 


course, we have -- take the case of Texas, we 


have pro rationing. That 2s not. the. case in 


of our S8tates we do not 


all of our States; some 


have that but Texas being the most part of our 


industry it is of particular relevance in the 


Sa tTustion. 
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Mi. PATYIULO: About what percentage 
of the output of the United States comes from 
Texas? 

MR. LEVY: My guess is around 46 per 
Bene tO 50 ber ceau, oe more . In Venezuela 
you have no pro rationing, you have conservation 
as a result of the cooperation between government 
and industry. The government has establisned 
conservation on the companies in possession of 
these large concessions. The government exer- 
cises a great deal of conservation practice, 
pressuring, gas conservation and what have you, 
but this is a conservation undertaken over the 
large areas by the private companies and is govern- 


ment supported. 
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In the Middle East I would Say the 
Government partner to this is still lacking, but 
you could, of course, assume that in general, the 
companies would try to maximize the ultimate return 
of oil from their concessions to the extent possible 
under modern conservation methods. That may mean 
you find more gas flared in the Middle East than 
Trans Canada will ever be able to Seis) Duk Goa 
is a part of the possibilities or impossibilities 
of finding market outlets and useful outlets for 
the gas. 

MR. PATTILLO: In Canada, would you 
Just briefly for the record, so that we have a 
full picture in one place, give us your understand- 
ing of what is pertaining here? 

MR aweLEVYs,-In) Canada, I dook at the two 
important parts from the oil point of view; Alberta 
and Saskatchewan. You have, of course, conservation 
and prorationing in Alberta, and you have conserva- 
tion in Saskatchewan. 

MES) RATTELLO; | Just on that point, front 
your study of the oil business, there is no pro- 
blem about practicing conservation without pro- 
rationing to market demand? 

MR. LEVY: Again, not claiming to be an 
expert, ever since I saw the record of these hear- 
ings I have tried to think about it: when you have 


a very diverse ownership of oil fields there are 
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lots of companies engaged in production within the 

same areas -- within the same pool -- and I be- 
lieve you would have a problem if you had conser- 
vation without prorationing. The fact that you 
have conservation without prorationing in Saskatchewan, 
I believe, is something which I am wondering whether 
it would stay 4f Saskatchewan's production would 
be half or ohe quarter folmts potential. If one 
half of the Shield tculd be roducedvand sol@eat'-a 
conservation rate, and the other half not, there 
areptechnical cauthorities whe, believe this would 
not.be szood Torta field *-= this unequal rate for 
the oil: 1 Of course, what it would do to ownership 
rights or «to :pricing or to the whole structure of 
the industry and to the banks who have given money 
for oroductron, Ll don' telriow. ))l wouldsbe “concerned 

if it were applied, say, in Alberta. I would say 

IT have not really studied this point. 

MR, PATTILLO: You think when you have 
diverse ownership, as you have in Texas and in 
Alberta, as I understand the evidence, that unless 
you have prorationing to market demand there is no 
equity as between the various owners? 

MR. LEVY: I would be very much inclined 
teethink sor, ~This probably also affects, all con- 
servation by the very unequal rate of this oil 


which might occur. You may also have very extra- 


ordinary price effects which in due course mignt 


. ; ' aA, “ x : : y, . 
re edie by eet | 
~ Feee : i pa W og, . . 7 rt : | 4 
<r | ; ; Un | 7 ; - omar en a: 


_ eit nti te nokipubsde Abb 
vmod Tiree sy, foam sunatznty titty 
rr wg Eder: 4 +i stom Nee SE 

LOY tod? 298 t-aaT airimois arog sat ise 
| > IB WRC! eneee of gatdvoivetoad tuedtiIw notes t 


| 


= 


radisrty gabtebnow wa Tegiotey giidvemde ef: ‘asides oF 
biyow oitouberg: emewenstexdssaigy Yoda ‘plvow 2 
sto 30 |. Eetigeiog art Lo°tosaeD one “10 tiad od 

# as lice Dae bequberg sd i009. piott oat To lisa 
peed? tom Idted-ed7e sag’ bis .~Sga7 nétveveeanos | 
LOW efdt sveltied ofw eetyfrodsues Feo tnitosd ‘Sis 

| ach eax Lexponw atid — bislt BE +ot /boog sd don 
olreraaeo oF ob Divew of cahw .eantos 10 Eto oi 
Io ayadogate si onhw oft oF TO gAtSing 3°40 elites 
youom gevlg syan onw eunisd edd o7°pas wieeeat aie 
7 et, 
beaveadoe ad binow ZT. wom a'nob) Di (moltepborg 4% 
‘ap biyer 2 .eevedtA at .yea \,beliqqe"etsw oz ‘tt 
futon etdd betoute ylissT déa even T 

SUB Boy. vata units oY sOd1DPTAD [aM | 

nf ope goyeT mk eved ne a8 yqictersniwe sevevib 


join, tee ysoaebive. att bisdexsbaws ae :) debates 
Ot, Gly anadht. frame sonbnset ot sitnotdero%g airait wo 


hia siwe guolraev sit neswied cone | 


~fiQD Absa 99 opie: 08 ls eiadoag ne 
bie. wild. ae Sree hapent: 


ANGUS, STONEHOUSE & CO. LTD. 5588 
TORONTO, ONTARIO 


change the whole structure of the industry. 

MA. PRUDPeELO:” <Laorr’t “want “to* get vinto 
the question of pricing at the moment; we will 
come to that. 

MR. LEVY: I am sure. 

MRs EAT CILEG. in your reporv* you nave 
used the words "replacement cost". 

May oonV is “Reet: 

Mig et eee En be thane’ Team correse 
in saying. wnat you sald “in your report that the 
replacement costs in the Middle East were very 
low, and in Venezuela they were not as low, and 
if) Genade Giey were considerably higher, and’ ain 
the United States they were highest of all: would 
yOu care GO expan thav for us? 

Mies UEve: Certainiv » “ver me war asru say 
that I noticed you asked all the companies to sub- 
Mit you) this: dava, and I am not going to compete 
with the companies on that one. As far as replace- 
ment costs are concerned, you might perhaps divide 
them into finding costs, development costs and 
fitting conus. twill nev sean this time, curing 
these hearings, into accounting problems and other 
problems created by these concepts. However, let 
me talk for a little while with regard to finding 
costs. 

Mie er arr LuLOre = ces. 


MR. LEVY: To get the easiest case out 
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of the way, we have in the Middle East found re- 
Serves with probably less than a thousand wells 
drilled, and you could put any figure on that 
reserve -~ 100 billion barrels or 150 billion 
barrels, or you could go higher. These reserves 
have been found by a small number of wed er arid led 
already, and these wells, which were exploratory 
wells -- the concept of a dry hole is rather unknown 
in the Middle East; as a matter of fact, I guess 
whoever finds one will get a medal. SO, you have 
the finding costs for the next 150 pihiten barrels 
have already been incurred and, si ataes ethenwe iwc 
that found it are producing: so, if you. wank bo, 
you could put the finding costs for the next 20, 
30, 40 or 50 years at zero. That doesn't mean the 
Oil companies are not continuously looking for 
more reserves: that is part of the game, and 
Invevesting. «and may be useful. They are not needed 
immediately. 

I would say, if I move right over to the 
United States, we are not that Lucky . and Lamesure 
yousere not either, We: have, Go.drild tea lotiwef wells 
and a lot of footage to find new wells. There is 
an element where a lot of money has to be contin- 
uously spent just to keep pace. 

MR. PATTILLO: And with no assurance, 
such as in the Middle East, that it is not going 


to be a dry hole? 
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MAY bEV¥ne That.is right. In Veneguela 
too, you have areas, particularly in the lake area, 
where you drilled a few wells and pulled up very 
Larce presources. qurhat sdees nou happen abl over 
Venezuela; perhaps more companies have lost money 
than have made money, but at the present time it 
seens, —1Oreitistance, the finding costs of the 
companies who have got into areas in the lake 
will probably prove to be relatively low as com- 
pared what they are now. 

bE ayouscos now, to development costs, bet 
me give you one example: if you produce 5,000 
barrels a day per well, and can sustain that rate 
aS LONE Raceyow, wish loyper well, iyour development 
eosts are obviously very different from a situa- 
tion whereyou have only 200 barrels a day per 
well in Venezuela, or 100 barrels a day for Canada, 
er even less in the United States. Therefore, 
there is salmeady an indication of the amount of 
effort and money that has to be spent on finding 
and developing a certain amount of oil. 

Pinabiy,; &f youeproduce:5,000 barrels a 
day; andelteflows a1lthe time;<and om the«other 
hand you have to pump an 11 barrel a day well, 
obviously your costs are different too in favour 
of the 5,000 barrels a day well. When you have 
this kind of situation, when you look at the Middle 


East for a moment, and you have your reserves already 
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itt Silent, “proven and )known) to you, ror, the next 
50 years of your production, you of course have 

a very different relationship to the oil in the 
ground than you have, say, in Canada. Obviously, 
the oil you have in the ground in the Middle East 
is something you want to cash in without being 
too eoncerned that the barrel you produce is a 
barrel you have to find again. You are not look- 
ine iy Unereos scl Weplacinewhab iparrels in othe 
ground. The barrel you have in Canada and the 
United States, which you produce, you know very 
wel Wioyouw haven tortind teuvend repwace 10, and 
therefore you figure more closely when you look 
Oe therprice you izep-sfornmit; at least, most people 
would. 

MA. LPATEILEGs . Amo correct inethinking 
that the real essential difference between these 
COUNMLrLeSg'is ehae tine the one case, if you are 
looking ahead, you can look ahead with assurance 
that replacement is going to be easy and cheap, 
whereas in the other countries you may know what 
your historical costs have been but you have 
no assurance that they will give you a true pic- 
ture of what your future costs will be. 

MR. LEVY: I think you have put it as 


Simoiyiaseit can be put. EBerore I came here to 


Canada I saw a figure in regard to Illinois crude: 


there was a report that the replacement cost for 
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Illinois crude was put at about a dollar higher 
than the present price which, of course, means 
that the oil in the ground is your inventory, 
which, of course, means inventory liquidation 

at a loss as compared with the replenishment of 
Same. Of course, that is a situation which cannot 
go on indefinitely. 

MR. PATTILLO: You have just given us 
a brief picture of what you are talking about when 
you use the phrase ‘replacement cost" and "finding 
cost’, ‘development cost" and "operating cost’: 
Can, you give us any general picture as to the com- 
parative -- and 1 am not talking about companies -- 
the comparative figures of these various countries 
that are publicly known? 

MR. LEVY: Yes. Now, figures you mean 
On veplacement.costs in the various countries? 

Mien PATTILLO:. Yes. 

MR. LEVY: I could give you some figures 
which I would say one could figure out by looking 
at press reports of money spent on production, and 
so on, but I would feel, as you have access to 
information of companies who are operating in the 
eared, [ would rather prefer you got it from them, 

MR, PATTILLO: I am not sure I am going 
Power i Alt, ) MaeMaAveLcot. TO abil trary 

MR, LEVY: Well, at least, they offered 


it to the Chairman. If you turn that question 
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around and ask me, ‘What is the profit per barrel 
preducea?”, 1 coulGg probably give you at least a 
better indication than if you asked me about the 
replacement costs as figured out by the companies. 
I don't want to invite you to ask that question, 
mind you. 

MR, PATTILLO: You may not have wanted 
CO, OUb. | Willd esi to just Like that. 

Mii ubViss Hel erient.. Ws Lar as che 
profit per barrel is concerned, at least there 
are some indications which one can use because 
of what is called, or so-called, the 50-50 prin- 
ciple: if the government and the companies share 
the proftit on a 50-50 basis, “you might be able to 
say with some justification that what the govern- 
ment gets, not more and not less, generally will 
be wnat the company would get too. As governments 
publish their figures, you will have an indication 
of what the companies get. JI would like to say 
these figures should be qualified: you never know 
what back payments are made or for what period or 
RrOduUction uney rerer vo. ASO, in some countries 
it is not 50-50, but 55-45 -- as is the case right 
now 21 Venezuela. 

Mn. PATTILEO: Who gets the 55? 

MR. LEVY: The government. Did you expect 


it differently? However, this is because of a 
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peculiar situation, but with this in mind, strangely 
enough the profit per barrel of oil produced in 

the Middle East and Venezuela, and perhaps in the 
United States may not differ too much. There will 
ber dittererices, or course, ‘but T° am talking in most 
general terms.” You might have expected a very large 
profit in one area and a very low profit in another 
area per’ perres,., They don't differ too much; that 
is, after income tax, there may be a difference of 
TOPTTO SLATS. 

MR. PATTILLO: “That is in the Middlé East? 

Miron Ys te would say on a very, very 
broad basis, hoping that no man who knows better 
will read the record, in most of the other countries. 

MR, PATTILLO: So the range would be from 
$1.10 to 70¢? 

MR. DEVY: “I would say a doilar, give and 
take 30%. 

MR. PATTILLO: Can we just direct our 
attention for a few moments to the methods that are 
these ceoey tor the distribution of oil. from the 
producer to the refiner, and first would you just 
briefly outline -- and I think perhaps for our 
purposes we can confine ourselves, when I am talk- 
ing about inland methods, to the United States and 
Canada -- and am I correct in thinking that the 
methods employed are pipelines, rail and tank wagons 


by truck? 
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MR. LEVY: I would only add to that barges. 
MR, FALE EELO: Down the Mississippi River. 
What about the pipe line network system that has 
been developed in the United States: is practically 
every refinery today being served with a pipe line? 
Maks, abe as NOL cOasStal; obviously, inland 
refineries are to a very considerable extent serviced 
by pipe line because it is the most economic means 
of overland transportation. As tar as coastal re- 
fineries are concerned, to the extent in California 
they are closer located to the oll fields, there 1s 
pipeline connection again. On the east coast you 
have tanker connection, the “Inch" pipelines that were 
built during the war to give some of our east coast 
refineries oil by overland transportation rather 
than take the transportation which at that time was 


not as easy as we would have liked it to be. 
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MR, PATTILLO: Now, has that pipeline 
system in the United States been, shall I say, 
established for a considerable time or is it 
still developing? For instance, we had some 
evidence that there is a pipeline being built 
from the four corners into California which the 
Shell Company is going to operate. Isthere still 
a good deal of pipeline building going on in the 
United States or is it pretty well fully developed? 

MR. LEVY: In general you could assume 
that it is fully developed. However, when you have 
new producing areas coming in, such as the four 
corners area, or new distribution of refining 
operations are developed, say, from the East 
Coast to the Middle West, Philadelphia to Ohio, 
you find new pipeline construction, 

MR. PATTILLO: Now, the method of trans- 
portation of o11 by sea is by tankers. 

Vine i te iota. COrrecy 

MR. PATTILLO: And there has been in 
recent years a terrific change in the type of 
tanker that is being employed. Would you explain 
bhac a. bit, 120M us. 

Me. LEVYs Yes. Wwe have. seen in iwwecent 
years development of the tanker industry which is 
really revolutionary. The size of the tanker has 
increased from T-2 size,which I believe was about 


15,000 or 17,000 net weight tons, to tankers up 
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to 60,000, 80,000 and 100,000 net weight tons. 

That is an extreme range, but basically we have 
seen a very great increase in the capacity of the 
individual tanker unit. That has resulted in extra- 
ordinary savings as regards transportation cost. 


Let me Lllustrates sc to you. During the wear years, 
when all the tankers were under government control, 
the United States Maritime Commission established 
what they considered was a fair rate for a tanker- 
owner to earn on the use of his tanker by the 
government, and that rate was called USMC rate, 
That rate was calculated for the various routes 
where a tanker would go and a dollar-and-cent figure 
was given to each one of those routes, being called 
the USMC rate. That rate now for modern tankers, 
super tankers, which are chartered for a longer 
period of time, would be about half of what it 

was during the war years -- half in terms of 
Clprenin sO Liars 1m no wyoues not, real dollars. 

So the cost has gone down, if USMC was originally 

a fair rate of return, and -- USMC minus 50 would 
be a fair rate of return now -- you can figure what 
it means in terms of economy. It has also had an 
impact which is of interest to you, perhaps. It 

has very much increased the competitive range of 
far distant oil. Middle East oil, for instance, 
may be carried competitively, of course, at USMC 


minus 50, which is half the previous rate, douole 
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the distance at the same delivered price. and there- 

fore I would say that in the oil industry the economy 
of oil operations may be not as important as economy 

of the transport operations, or at least both must 

be continuously kept in mind. 

MR. PATTILLO: In connection with the 
last comment you made, have you any knowledge as 
to whether or not this revolution in tankers has run 
its limit or are there new and more modern tankers 
coming off the ways all the time? 

MR. LEVY: I am exceedingly reluctant to 
say that a technilogical development has reached 
Loonie Dieu LOOKS v0 me that “at, Least. thom the 
nexoythnrese yearsvac least»the rate will not :co down 
by another 50%. 

MR, PATTILLO: Now, we know that in Canada 
we have two pipelines transporting oil, one the 
Trans-Mountain, of which you have knowledge, and 
the other the Interprovincial, and we have evidence 
here as to the ownership of those lines, the 
ownership of the companies that own the line, what 
EL would callethe refiners who are also in the 
producing business who have a substantial share 
interest; but pars of the share interest is in the 
hands of the general public in each instance. Now, 
what to your knewledge is, generally speaking, the 
ownership of pirelines that spread through the 


United States? 
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MR. LEVY: In general, sir, they are oil 
company owned. We have now, I believe, one of the 
gas transmission companies who owns the pipeline, 
the product pipeline, which is not oil company owned, 
but to all intents and purposes, the oil companies 
own the pipelines. 

MR, PATTILLO: When you say the oil companies, 
is it refiners, the integrated company, or the producers 
Are there any instances that you know of where companies 
solely in the producing business own a pipeline? 

Mn, LEVY have not studied. that matter 
sufficiently to tell you definitely that there are 
no producing companies that own it. You see, what 
you have in the first instance is that the pipeline 
is owned by some of the larger companies which 
produce as well as refine, and I would say you 
would probably find more refiners, who at the same 
time are producers, owners of the pipelines. Of course, 
these pipelines are common carriers. There are all 
kinds of other implications for them, 

Mine PATI DOs. "Phen would Tt be fair*to 
say that in tne United States, looking at the 
refineries in proximity to the Canadian border that 
are serviced by pipelines, we could assume that it 
was probable that those refineries had some sub- 
stantial share interest in the pipeline serving 
them? 


MR. LEVY: You would probably find that 


istndgumos ffo 2ot yee voy MemW @OUSEPAT CHS 7 


hee & {Oo . Tasedten Hart atgedtt- ents ,brottion ies 


tinod wiete to worl way vedh segdadant waa Sten ei 


satlegta oe? tery ep asmscemk Dorks Sar sae ored HAY 


ping MY ,wseifenty at te saeawe -Siaduhors Ste oED 


add vebaed ethane 9 f od "tucnimode alae 


anittaatca pret sae cuter Bre ee 


goineuuns Cid eat ,aeieetpieg en oars colce ei frac! sda 
sealtagta axe awe 


a 


fontfecia « nnd whoateud’ gabsehowd ety elec iezes 
+sitom deny frotinee den oved Fs Val {aM 
ots coat rar? elartnries way Dred of ye freis fea 


Sedw as wot .2F awo Sado es Miegqiios anioreetg ae 


a 
rd 


wer ter Piuoe ¥ te gation ee Dlew 8 soeborg 


ege otf ve che .everRiar s¢ém Bahl ginsdord Dinars 


Efe oce suet? Teteivdes aomtios ore wenereesa sek’ 


pg oo Ree pet shies B Sgt “ea rkta to! bets | 


ay) 


od Fete ed of Styow aacll \ORLPPTAS - cae res 


* . 


sit de qeiiisel .moeet Getrag: sap ce sand gees 


J eytr stam eetied aw pSONELOEEY ow kerk , 
aie, oie Eyer ne Pek aint Bis tese Seo eA 
gyukwred seta set nt 


| 
i si 


yerid bey % cei = it 


mnt 


om 
ANGUS, STONEHOUSE & CO. LTD. 5600 
TORONTO, ONTARIO 


most of the refineries are part of a larger 
company complex engaged in production and eT LLiip 


and distribution. So you see, whether the refiner 
or the distributor or the owner owns it, you talk 
about the saine company, so on that basis I believe 
you have to judge the answer. 
MR, PATTILLO: Now, what about the tankers? 
Do we find the oil companies owning the tankers too? 
MR, LEVY: We have seen a development, again 
in the post-war years, when an increasing share of 
the world tanker fleet, an increasing share, not 
the majority, was, in fact, by independent tanker- 
owners, the famous Greeks, for instance. That was 
the result of the financing methods that became 
applicable to the tanker construction business in 
the post-war period. An independent owner went 
to an oil company and told them, "Give me a charter 
for this and this tanker for 20 years and I will 
build it”, He then put that charter to a banking 
house or insurance company and raised money on 
the throughput of the oil company and then chartered 
the tanker out to the oil company. When you look at 
figures you would probably find that 30% ar so 
of the total tanker fleet -- I would like to correct 
that figure --may be independently owned, 40 to 50 
oil companies, and the other may be government 
tonnage. I would like to say that a large part of 


the independent tonnage would be under charter to 
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the oil companies. If you want to know, I believe 
the largest tanker fleet right now is probably: 
owned by the United States, the second might be 
the United Kingdom, and the third one would be Mr. 
Onassis. 


MA. PATTILLO: And Mr. Onassis would 


have the great majority of his tankers under long- 
term charter to oil companies. 
MR, LEVY: I would say I would hope so at 


this time. 


MR. PATTILLO: Now, what about costs of 
distribution? First let me direct your attention 
wo paperines. lan talking’ now of the ‘cost! with-— 
out taking into consideration a return on the in- 
vestment. Can you give me any idea as to what is 
the general experience as to the cost of trans- 


porting oil per barrel 100 miles? 


Mn LEVYS Accost figure JT “can't include 


in that sense, but I may perhaps be able to help 


you without giving you a dollar-and-cent figure. 
Now, as far as pipelines are concerned, we mentioned 
before that, basically, when they compete directly 


with modern tankers, the pipeline is a little more 


expensive. On the other hand, in many instances 

a pipeline saves a great deal of transportation, 

and therefore it becomes a very economic proposition, 
Now, dealing with these pipelines themselves, the 


modern large-scale pipeline,, again perhaps like 
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the super tanker which we talked about before, is 

a revolutionary and extraordinary cost-saving 

facility as compared with the smaller pipelines. 
MR, PATTILLO: When you are talking about 


the large and smaller-sized Pipelines, can you 


give us some range? 

MR, LEVY: I can give you a small one 
of 14-inch and a big one of 36-inch. Now, the 
large-scale pipeline over long distance can 
provide transportation service on an estimated 
kind of tariff rate which would cover its expenses 


and service investment and provide inducement for 


the equity owner for -- these are figures I have 
Just seen quoted -- 2.2¢, 2.6¢ per hundred-barrel 
miles. That 1s a most efficient large-scale unit 
over long distance. 

MR. PATTILLO: Now, you mentioned a few 
moments ago that experience has shown that the 


tanker can transport, generally speaking, more 


cheaply than the pipeline. Could you give us any 
relative tipures in that? 
i EN te We. eMule. Tepe LG Ole On 


USMC minus 50, say, from the Middle East, 


MR, PATTILLO: Thank you very much. What 
has been theexperience, so far as you know, of these 
pipelines that are operating throughthe United States? 
Are they all being operated so that that phase of 


the business is in itself a profitable one at the 
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moment? 

MR, LEVY: Definitely, because of the rates 
and many other things, they are under I.C.C. control 
Scher, Ongar add. tUor Go that.cis wad. as ethe 
benefits to the shipper-owner are concerned, they 
have been under additional controls resulting from 


a consent decree, 
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THE CHAIRMAN: Gentlemen, we shall now 
resume the hearings. Mr. Levy, there has been 
a little difficulty in hearing you clearly in 
the back of the room, could you speak a little 
closer to the mike? 

MR. PATTILLO: Perhaps we could have 
& test felin irievy: 

MR. LEVY: Now is the time for all good 
men. 

Mas PATTISLOg Lt slooks tas ‘though welhe 
a few of them here. 

MR. FRAWLEY: What is the last word? 

MR. PATTILLO: Well, if anybody does no 
hear at the back would they please let us know. 


were just talking about these pipelines in the Un 


WAS 
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We 


ited 


plates before the recess and first, before IT get you 


to develop about the controls and consent by the 
Che onset «ho Wise, ram t correct im thinking that 
the United States once a pipeline is built and it 
becomes operating it is automatically a common 
cacviar® 


Mrs sub : Ltureye ccommom Gcativiier at St 
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is not exclusively owned by one particular oil com- 


pany, it does not offer itself for transportation 
to anybody else, is not sought after and I believ 
not needed. I believe those are the words. You 

have facilities which are exclusive servicing one 


particular company, then it may not be a common 
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caneber, 

MR. PATTILLO: Then, if a company had 
a iproducing fieid.and, built, a.lLine from its.own 
field to its own refinery and was the sole owner 
of the line, it would not be a common carrier? 

MR. LEVY: Itewould not. If it. crosses 
stave, lines it would become: one but, DT have not 
ehecked. that. 

MR. PATTILLO: Would you: please explain 
to us what are the regulatory bodies, how they 
regulate and what they regulate? 

MR Lives Will ask my associate, Mr. 
Lipton,. to enlarge on that. subject. 

MB Ce Ab OM ee esos Di pe Loe wa ru ecic 
United States insofar as they cross state lines 
tail under, the jurisdiction.of the Interstate 
Commerce Commission. That jurisdiction extends 
bo. most of the terms. in operation of the lines 
as they may affect the competitive position of 
individuals who seek oi1 out of these lines. It 
eovers tarliifs or rates which, the crude oil pipe- 
lines may seek to charge and the principle that 
Was Jone 12340 Oown iipublic utidities in the 
United States, namely that the rate shall be a 
tate return itor dafair vaiue. These rates are 
taid out by the I.C.C. and they can be reviewed 
at the request of any shipper who feels the rates 


are too high or discriminatory. They are also 
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reviewed on the cognizance of the I.C.C. itself 

at periodic intervals to survey the rate structure. 
Ink BOGItion. to.control over the. rates the 1.¢.c. 
exercises jurisdiction over the practices of the 
lines insofar as it may affect the competitive 
position of any shipper. For instance, in the 

past some of our major trunk lines have been 

asked and have acceded that they reduce their 
minimum tender requirement so all smaller shippers 
would be in a position to tender and be accepted 

on the same basis as larger shippers. Going back 
to the question of fair return and fair value, I 
would not want to get too deeply into this lest 

I become mired in the legal complications but in 
Beteted, tie Tale rate that @hesd..C.C. has laid 

down and it is subject, of course, to change at 

any time but on the basis of the most recent puLing 
in cases the fair rate of return has been considered 
to be some 8%. The fair valuation is based upon a 
complicated waluation of the 21.¢.C. itself which 
takes into account the original cost, depreciation, 
reproduction costs and so on but one cannot simply 
look at the capital accounts of a pipeline and come 
Up euLomaticslin with afigure as to what .a.fair 
Value, Of nec pipeline is...) That is an administra 
tive process that, is undertaken by the I.C.C. to 
determine what the valuation base for rate determin- 


ation shall be. 
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MR. PATTILLO: Let me see if I understand 
what you are saying there. It would not be proper, 
if you wanted to determine what the base was to 
merely look at original costs less depreciation, 
you would also have to enter probably into re- 


placement cost figures of the line in addition 


to that factor and the original cost factor. Are 
there other factors that are taken into considera- 
tion? 

eee oe tre his doerpart vote 
Deivate catealocue of the 7.C5C.. and Iode not think 


it is possible for anyone on the outside to repro- 


duce what a fair value of a pipeline would be with- 


out knowing all the factors and what particular 
weight the I.C.C. wished to give in combining those 
Lectores, 

MR. PATTILLO: When you speak of a return 
er O%, "thar ta 4 Bevurn, -s Cross recurn or net 


return on- that determined value? 


Mol Ons) Tinie: Pic. CG e6-the basis. or 
its relationship between return and value uses 


what they call pipeline operating income, that is, 


operating revenues of the pipeline minus its oper- 
ating expenses which then gives you net revenue 

from operations from which the pipeline is permitted 
to deduct pipeline taxes and what is left then is 
called pipeline operating income and this is the 


figure which is related to the fair value to determine 
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what the rate of return of the pipeline actually is. 
MR. PATTILLO: That is the figure that 
you are entitled to make 0%? 
MR. LIPTON: Yes, as against the normal 
conception of net income which a pipeline might 
show in its own balance sheet. They would add to 
that pipeline operating income the income from 
other sources, presumably subtracting all their 
fixed and contingent charges and then come up with 
a net income figure. They would also have consider- 
able differences in the accounting practices which 
a pipeline undertakes for rate valuation purposes 
as against that which they might undertake for their 
own balance sheet. For instance, the rate of amor- 
tization which they may charge may deviate for tax 
purposes as against rate valuation purposes. 
MR, PATTILLO: Have they a uniform method 
which all lines must follow for the purpose of deter- 


mining whether they have or have not made the allowed 


Diy LtPTON? Sess the il,C, CC. has: a uniform 
schedule that all of the pipelines must conform to 
when they submit their operating statistics to the 
Lev Gt 

MR. PATTILLO: Now, Mr. Lipton, would you 
just develop for a moment the principles that are 
applied in determining the tariff once you have 


determined the fair value and once you have determined 
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the rate and then you are faced with the problem 


L 


of saying, "Well, to earn this rate we will permit 
certain tariffs". Now, are they uniform tariffs? 
in’ other words, if I ama shipper and my oil] is 
going 500 miles am I paying the same price per 
mile, per 100 barrel mile as a shipper whose oil 
1S ORLY *CGiLne 1 OOrmires? 

MR, LIPTON: Well, the rates, once they 
have been determined, become public tariffs and 
they are applicable to all shippers whether they 
should be owner shippers or others who want to 
UcrieZe = crierhacrirties of *ar tine eo unitorm raves 
would apply to anyone whose oil is being carried. 
The tariff schedules when they are published 
between alternative points may ' show significant 
differences’ in’ the-actual tariff per barrel mile 
or per 100 parveliimil se. Pipelines tyolcally have 
higner barrel mile rates over the ‘short Haul than 
over the long haul. 

MA. FATTIUBOS in ouner words, they “do 
apply the principle of telescoping rates? 

MR, LIPTON: Well, I am not quite sure 
whether one would say they applied a principle of 
Ver GscOpine™ Larivgs Dib Tt one Looks at- the tariir 
schedule as they are published it is a telescoping 
tariit schedule, the respective cost of the long 
over the short haul and many other considerations. 


MR. PATTILLO: Now, what happens in the 
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United States if the calculations that have been 
made had been predicated on certain revenues and 
the revenues far exceed the calculation and as a 
result the rate of return is much more than was 
anticipated or is permitted, what happens then? 

Me GIPTON: 2 think av thls polnt the 
economist gives way to the attorney and steps out 
of the picture; 

MR, PATTILLO: You mean the attorney 
takes the difference? 

MR. LIPTON: There have been instances 
in the past in which the I.C.C. has stepped in 
and has instituted proceedings against a large 
number of our crude oil pipelines requesting a 
reduction in their tariff rates which means that 
the 1.0.0, charges on the basis of valuation that 
the tariffs are higher than are necessary to yield 
what ene GO Ne 7a Tair return on a fair value: 
There was a relatively broad gauge case that was 
instituted in 1942 and then held in abeyance be- 
cause of problems that arose and the fact the 
pipelines were operating under substantially differ- 
ent conditions than they had previously. By the 
time the case reappeared on the I.C.C. agenda shortly 
after the war, by virtue of the substantially changed 
conditions in the crude oil lines, they had expanded 
aloe cne crude. oll lines had diiferent rates and 


the [.C.C. withdrew its proceedings against the 
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crude oil lines and did require and obtain by 
consent decree withdrawals from one or two of 


these lines in their minimum throughput tenders. 
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MR. PATTILLO: Can you give us any idea -- 
you have been using this phrase “minimum throughput 
tenders": will you expand that a bit? 

BAe LcPUON? “ine cthe publi shed tariits of 
the crude oil lines, they often stipulate the minimum 
quanyLecy-of “oil which they will accept for throughput 
at the tariffs which they have published. 

MR, PATTILLO: You mean so many barrels 
a day? 

My, salRPPONs Yes: "ihis has to do, presum- 
ably, with the economics and efficiency of operation 
of *the line, -\in-ohe- past the iCG has felt from time 
to time that some of these minimum throughput require- 
ments may not have been based solely on the efficiency 
or functioning of the line, but may have been designed 
to service the ownér-shippers and to discourage the 
use of the facility of the line by small, independent 
refiners who may have wanted to use it, and so they 
tried to, I think, stipulate that minimum throughput 
tenders shall be of such a reasonable nature that 
they conform to the operating requirements of the 
line and are not discriminatory. 

MR. PATTILLO: Mr, Levy, you mentioned just 
before the adjournment a price of 2.1 to 2.6¢ per 
100-barrel mile as normal transmission cost: would 
you please expand that a bit for me? Have you any 
figures to show what size of line you are talking 


about, what daily throughput -- can you give me any 
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other figures as to different sized lines and through- 
puts? 

MR, LEVY: When we were talking about the 
very low figures, we were talking about pipelines of 
largest diameter. Some of them may not have been con- 
structed yet. If you talk about low rates for 
existing pipelines on a very low basis, you would 
probably find that the figures for the biggest pipe- 
lines over long distances right now may be between 
2.7, 2.8 to 3¢ per 100-barrel mile. 

MR. PATTILLO: When you say existing pipe- 
lines, are you talking about 20, 24 or 30-inch line? 

MR. GEVY: 30-inch line. For instance, there 
is one very big pipeline in the Middle East --the Tap- 
line -- which transports 300,000 barrels a day from 
Saudi Arabia to the Eastern Mediterranean, and I 
don'tenave the figures for the cost of that line, 
Which 2s privatveiy held, but £.would suggest itis 
Within that. ball. park. 

Mi. PATTILLO: What happens.if you are 
talking about throughputs in the neighbourhood of 
100,000 or 150,000 a day -- say, through a 20-inch 
line? 

MR. LEVY: The tariff would most likely 
be higher than the one I mentioned, and may well be 
between 3 and 4¢ per 100-barrel mile depending on 
a lot of factors related to the cost of investment 


at the time it was made, to the kind of crude oil 
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Shipped, to the financing rates available at the 
ime Sno oles ore ocner. factors. 

I would like to add one word of caution: 
it is perhaps not fair to generalize what TI say now 
and compare pipelines in the past and then start 
GOSOUSSLLOM AS sto Why At Ve not applicable. You 
have to look at the individual Sibuation; put, 
it appears on the basis of the present know-how 
or technical knowledge that if you build a very 
large diameter pipeline right now for large-scale 
transportation over long distances, it would appear 
that a rate of 2.6 or 2.7, and perhaps lower, cents 
per hundred barrel mile. 

MR. PATTILLO: Provided the line was 
operating to capacity? 

Mee CoO es it et tC dtdntt.. 26 would 
be very expensive. 

MR, PATTILLO: Mr. Levy, I am going to 
turn now to a subject on which I hope you are 
going to help us much more than anybody else has 
Up 0 Now. sana that 1s the matter of Dricinse or 
oil in the world markets today. 

First of all, can you develop at all 
for me the theory of how the prices that prevail 
in North America come into being, and give us 
help about that as to whether they are based on 
a price in the Gulf, laid down in New York, or 


anything ef that nature? 


ent? oR ‘oat 


: : a ween - vor. Ta 
avoitoant sento to sof bas emis 


ok Etim © Fr o* - - 
\ cx? a3? make! 33 GT BALL JZ i? ib: 
f 
i 
, , . : + t 
4 ob gine tt ge es ey — 5 e od ~~ | t On STAs Od a tf 
a: ik Aide ne oe wet Ses ox aS d J 
= » 
- 
- 
_ Fe - 
a Fa . ¥ * 
‘T] rest & JGm & feciq si aqcoo -Dbts 
, ae. + Re ome TF ol A, 


) 
iF 
~ 
‘ 
+ 
Pr 
1 
a 
Or 
; 
4 
1 
<* 
- 
pa 
ae 
i 
- 
a] 
c 
a 
¥ 
' 


~ 
; : : ‘ 

f ~ 4 
F _ 9 } ’ ti) re <G 

h - ne 

2 . ‘a = & b- —— t 

, , ‘ ' 

- » At ne. | oro SIOeMmE TD Sats 

J ‘ aia %. toes i 
t pala 4 ' ° , mee st 
. eg ; a cay BS Oi tay O10 BS LHS Ae 
B mir ry 


; +: te . wa : 
' a 2 : 
i 
. Tt Ve + “rere -~ rd 
ae ¥ eed i pate ,; Sl 
ew ar i = bd ! rl 
ra cs AE PP ee . ¥ < z * ai 
coe 

a ; $ oo -e 4 ~~ -* + apes? 

- TiS . tae é Yd Air. £ ¢f£ t FOST 20 AK 

X i > 4 _ 

$ ” 


; 
4 x a 5 “ eae 7 dl *) 
s BE PE 8 = is p | 4 ’ 4 rch ty OF ce eink) 
Sin) lee bay Pepe <8 be Fh arn ital. dat bre* wed oF av 
TON so Re 8 FES DLT es Saree eae ae 


OR ee ee oy ae 
Se tBao te Fe ‘ aig © i ras 2y 1! 2 ty S! [, ; {i p Je o. 


iteveng dads seeing eat: wag. To Axe ee Stiz. aM: stat 


udp swig bap wate sdnh Span 4 no peraaly, ido. ab 


. ee Beas: sts: gars gist. ane 


Maelo ere 3 30) 42 sponte: lll dae : 


‘Dk goel ie vt | 
- Say 5 oa! (Ud eae 7 - > 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 5615 


Mite vrs “If you permit 0 sarge aro a ar BE Ye Ls 
I would like to add one further comment in con- 
nection with our pipeline discussion. We are not 
pipeline consultants, and we do not hold ourselves 
out as such, We have given you our best judgment 
which is, however, not the judgment of people who 
have studied that position, detailed in a separate 
manner, I think we have tried to help you by giv- 
ing you this kind of thing, but for any direct 
conclusions I would urge you to check those state- 
ments with a pipeline expert, 

MAS ne PLO hank vou. 

MR, LEVY: As far as pricing is concerned, 
at least there is no expert on porcine Vso tao mo: 
need to disclaim anything. As far as crude oil is 
concerned, in the United States we have the system 
of posted prices. It means in the use of crude oil 
the refiner posts a price at which he is willing to 
purchase crude oil from the various fields with 
which he is connected or with which he has a 
possibility of transportation. We have as posters 
of crude oil a large number of companies who are 
Users ons crude old" end dm twany inetances. of course, 
these very same companies are also producers of crude 
oil. You have Humble, Atlantic Refining -- you can go 
through the list of American o11 companies and find 
the posted price indicating their willingness to buy, 


and these companies are basically, in most instances, 
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ont 


integrated operations. 

MR, PATTILLO: So that where a large 
portion of what they may refine is their own oil, 
and sometimes they don't buy all they produce, 

MR, LEVY: Definitely. 

MR. PATPILOCOs: When that situation prevails, 
so far as they are concerned, posted price is just 
DESGaT Lous, SLs nee 

MR, LEVY: I would not quite go along with 
you on ihat one, » if tyou talk about posted prices, 
posted prices are: not established like that. It 
would be nice if you were a refiner and owned a 
Loerie oll iélid.y and sour refining capacity was 
much larger than your oil production, and you tend 
to post a low price, and I would bet you would not 
get the crude oil you would need; ‘or; sin “the 
reverse situation, post a high price and then be 
Swamped with crude. So, as far as the posting of 
crude oil 1s concerned by the producer; it is not 
something he can be arbitrary about. He cannot 
be arbitrary about it because he is faced with a 
large number of actual or potential suppliers, and 
he is faced at the same time with, or in a group 
of refiners who are also in the market for crude 
oil, and therefore his price has to bear relation- 


ships to this supply and demand situation. 
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MR, PATTILLO: Now, would you now explain, 
having explained about the posted price, and tell 
us what -- there is some yardstick by which all PLLCes 
are determined in the United States, is there not? 
If you have a posted price in one field, say, in 
the Texas Guif, then you add transportation cost 
to that to a certain point and does that govern 
pretty well all posted prices throughout the country? 

MR. LEVY: Not in that sense. You have oil 
from all the various areas that we have in the United 
States, and you have posted price relationship between 
ali these various oils which reflect supply and demand 
Situations as they exist in the United States, however 
they may have been arrived at. They reflect the 
quality of the oil, they reflect the cost of trans- 
porting the oil to the point where it is used, they 
reflect the competitive relationships between the 
Varroulencrune ols and The possi bidity of Switching 
from one outlet eo) arother, which in some instances 
may be limited. Therefore, you are more at the mercy 
of the buyer, and then you have the possibility of 
Switching connections, finding new outlets, and when 
you have this picture altogether, when it is all set 
down, you have a picture for pricing for crude oil 
whiten” Sesrea a relationship to quality, outlet posei- 
bility, costs for connecting between the producing 
field and the purchaser, 


MA, PATTILLO: That is the situation as you 
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see tt in the United States? 


MA OES haw bs: correct. 


MR, PATTILLO: And am I correct in thinking, 


for instance, in Texas where you have pro rationing 
to market demand, that posted price is the actual 
price for every producer in the field? 

MR, LEVY: There have been times where 
dvecounte, in imes sot surpluses, are given -- 

MRSRPATTILGO: sUnder the table. 

MR. LEVY: Under the table, because if they 
are given under the table they affect the posted 
price. Premiums are charged also under the table, 
and IT remember the situation when I was working 
under the ECA we had a great deal of transactions 
with crude oil and the possibility of whether the 
United States should or should not finance them, 
and you have that situation during periods of 
surpluses, during periods of shortages b may reter 
toa comment of an executive independent oil refiner 
who said in a recent report of Fortune that only 
fools pay posted prices. To quote him correctly, 
he said: -"No independent would dream of paying 
posted prices". 

MR. PATTILLO: Is there any relationship 
petween the price of Venezuelan oil and tne price 
Gpeummited States crude? 

MR. ‘LEVY! There is, sirs-Let me explain 


it to you, perhaps, as follows: A large part of 
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Venezuelan crude oil moves into the United States 
market, and obviously, therefore, Venezuelan oil 
must be competitive with United States crude oil 
at the United States East Coast where both are being 
Used. Glo meednowW charge, hess than Uniged States 
crude. ollvat the Hast. Coast, delivered ‘to the sEast 
Coast, and it cannot charge more. Therefore you have 
this Kind of basic isituation which will explain 
Trstang pehem show sou er little bitiof the devia- 
ULOnSs We) have, that kind of basic situation; 
Venezuelan crude oil prices are more or less related 
to the price of United States crude oil delivered 
from whe Gull Coast to the Hast) Coast “minus: the 
corresponding transportation from the United States 
Hast Coast to Venezuela and minus a United States 
Garit Gof 2/teuor Owl /e¢d.» «depending om the 
Crave, Of -Gne- crude, You would have that kindof 
pricing for crudemoids of comparable quality. TP would 
add. perhaps, that in order to make Venezuelan oil 
aAtLbrac tave die World markets, you, may find thavi ar 
Leninevriarivend. tom tiem, to: be even 4 J. ttle bit 
below that mathematically calculated price. That 
depends on an individual evaluation, but basically 
this is the competitive supply element relationshi p 
determining, at least in broad outline, Venezuelan 
prices. 

MR.. PATTILILOs. What is-themsituation: of 


Venezuela today? Are all the wells there operating 
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LO-Pud LVicapacaty or do nave any cut-back 
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introduction? 

MR. LEVY: They have made a cut-back 
INEYOOUCtLOMmealmce: Cie end of thessueziemisis, parnly 
because of the recession and its effect on the United 
Svates, andvpantily as-al result of thepimporm policy 
of the United States. 

MR, PATTILLO: But they haven't attempted 
to overcome that cutv-back, or perhaps they couldn't, 
bya, Peducoion in prece? 

Mere Eves Thetis asso be uals fired, 2 would 
say. During these very last few months some of the 
new companies which we referred to before as new 
entries’ into Venezuela found oils one ‘of whe 
companies in that period I think developed as 
much “as 30,000 or 40,000 barrels a day, as much as 
it took them to find in the United States over the 
last eo years.” Thatvollmeécds avmarketiwithis is 
noc iInvormatvonr +i Shave seen, but, according to 
trade reports, this oil has been offered at dis- 
counts below the posted price, and that mignt 
have been a basis for the comments in Fortune 
Maeazine to which I referred before. 

MR PATTIELOY Now, you have given us 
some picture of the relationship between the 
Venezuelan price and the United States price. 

Perhaps before we go to the Middle East, let's 


take the situation in Canada. As I understand it, 
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today the Canadian price is based on the competitive 
price of United States crude at Sarnia; is that 
CGOrreci? 

MR. LEVY: That is my understanding of the 
situation, 

MR. PATTILLO:* Now, let's move over to the 
Middle East. Is there any relationship between the 
prices charged f.0.b. the Middle East ports and the 
prices’ charged Tor United States crude laid down in 
thevhast Coasvrvor the United States? 

MEVDEVY? 'This has obviously some’ re- 
lationship, and I may perhaps later on explain the 
haeveryeot Pliaw I EGle bre more,y TF believe the pe- 
lationship is less, may I say, mathematically, but 
let me give you some of the background. As a matter 
Giregdn, LDewastqulte arpitin the sroblen ef the 
Middle Hast crisis, because one day my boss in the 
government told me he wanted a good price, and the 
question came up of Middle East prices. At that 
time (it was around 1948) Middle East crude oil 
had basically taken over, if you want to put it 
that way, the supply of Europe; it had really not 
made headway in the United States or other Western 
Hamisphere countries. At that time the price of 
Middle East oil, say at the Persian Gulf, was 
equalized witn the price of United States oil, and 
later Venezuelan crude oil at the United Kingdom, 


so that you could deliver either Venezuelan crude 


SAS steos - 


— 


iGo 7 6 ee wey ee 


— — 


hs FG wae Ge > 3 & ' ih Ou { ot . Aaa aes ad - i 
ices 28 sie eo tey & ae 2s 4 Bt Si aa deo ao re 2 if 


40 auhaq ant tle uke gh qadheineey erate imal ae 


i 


? 
to 
Se 
ded 
~ 
on 
* 
e 
— 
=, 
owe 
> 


73 (Vee * ‘en 99 ua ofoni | 


ame iy . ihe eas toon fi. 


re 
“wy 7 


Ms 
wll 
vata 


i 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 5Oc cy 


(| 
i 
wnt 


nm 
Ea! fi 
o 
so 


or Middle East crude oil to the United Kingdom 
and have a similar delivered price. During the 
time I was in ECA and subsequently, the price in 
the Middle East was reduced, and it was reduced, 
I would say, perhaps -- and if I say it was a con- 
cept you would get into difficulties because people 
who quote the price never state the concept, but 
at least it had the effect that Middle Hast crude 
could be competitively laid down with Venezuelan 
erude oil at the Hast Coast, Subsequentiy thereto 
United States prices and Venezuelan prices moved 
pe Vote OU OLrect one. — must. Say mostly up, <and 
Middle East prices moved -- there were changes in 
ine Middle Bast prices, but. right now, particularly 
if you look at the low tanker rates that are ob- 
tainable, not only on spot but on long-term, 
Middle East could be laid into the East Coast 
itself at an advantage compared to Venezuelan oil. 
MR. PATTILLO: And with advantages compared 
tO Unived States oil too. 
MR, LEVY: It is not even in the running, 
MR, PATTILLO: Therefore the situation to- 
day is that Venezuelan oil moved to Europe or the 
United Kingdom is no longer competitive with Middle 
East oll moved to that place. 
MR. LEVY: Let me just a little bit qualify 


that. As far as heavy Venezuelan crudes are con- 


oo cerned, their pricing is more or less related to 
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and determined by fuel oil prices, because the bulk 
of the refined product outlet from such crude oil 
consists of fuel oil, and without going into more 
details, this kind of crude oil, because of the 
price relationships with regard to finished producis, 
is probably not too far out of line with Middle 

Kast crude, of which no large quantities of heavy 
crude had been developed in the past. You have, of 
course, movements of crude which are at a price 
which you cannot judge exclusively on a price basis 
because they reflect quality considerations, they 
tellecy, tne currency situation, they reflect the 
security of the oil countries. I believe no country 
would like to be, if it can, 100% dependent on Middle 
East sources, You have to look at that package, 

and therefore exceptions are explained usually along 
these lines, but they are not the rule; the major 
Supply to Europe comes from the cheapest source, 
which is the Middle East. 

MR, PATTILLO: Which would be the more 
correct statement: Middle East crude prices have 
kept world prices down, or Texas prices have kept 
world prices up? 

MR, LEVY: I ama little bit worried about 
whom I shall call chicken and whom I shall call egg; 
but there has obviously been an effect by the two 
On facn OLner, Let me co at it this way. If you 


can assume there was no Middle East oil, we would 


Bh os 


Boats cid "Eto aba oe HF 


Pe 
; is 


ences 2 


= ee to adr hte shins: 28 bats art ris: 
2 as ees Me ee ei 

a d {touibora hore batt Of, Damages ine ‘Mitdenots ater oo Poa 
Uh ; pe eee ‘ 
2) eis * o tbin Hay, shite’ 192 Nae “st” 208. vag veidagona ak 


Poa 


clea ian eet? | Sy BLN Sayel - or a6 ew 40 sb dasa 


oo 


AS aes 


Cie aE uke NY 
Prien Ginko ae 


“4 .aved ney sdo8a pitt at naaecdven aed asd obi 


etka 8 ts otf, io Eta ebUTS 9 ei nemevon ceetWoo | 


Mo ae ie = 
eeate a fee Ae oe . Seay 
is * 


ieee aoe 8 10 ylevieutexs: abut Jonas9 soy Sadste | 


| varit .sriot } sereb.beti00 vii lisup. jostion voit snaked |. 


erty’ toelitet raga ‘ioe ToONnSTIN9 sits dootter 


_ ~~ _ ae 
A CS RE TTS 5 ee ace 


: | at NHOD on aveiied | .wetudnwoy Ilo ant To ys tnuose 


7 SibhIM no drebasdeh NOOL ...¢iae. tt 4t ,ed of ootl biuow 
; aye silo Bd jadd $8 vool..oF S¥sn yoY ,esotwos tes | 
snols yilevey benisions.ous enoloqeoxe svote tsi bis 

7 = iy a ae =f ms on 


225 sp bem ott sea ark. ton: IB yey “Yud .seatl onan? | j 


- 


| 
% 
iN 
| 
| 
| 
. 


| OOMLOB tesqeseo end soc? 2 Oe suotd ot ylqawe 4 


i! 
arom dit of bitdw, ofa OPEL ait 7, 


acta i 
eo a ie ifs ons i 


sed “eon teg obune 0 Taek: obo Ee ite aoen99 


tf 


beet oo Fee it >A et robes | 
; 
¢ 


LY 


Pe ee 


tga svad aes itch. pane. ec, owen ee 


triode. bo ba rou td Loh By, he m8. bi 


' ane ao 


ad Liao f (catia i ‘nipattt ence 


CE uy eee 
out ad gd soa Be sea 
aie Sie a] 


av, ain vee 


btow ‘Ow bio ae ED 


— Sig ‘ Rie 


ee 


ANGUS, STONEHOUSE & CO. LTD. 56eu. 
TORONTO, ONTARIO 


obviously have had for many years larger production 
to the extent that it was feasible in the Western 
Hemisphere countries, and I would say that all 
prices would be considerably higher, So the mere 
fact that there was Middle East oil has had an effect 
on Western Hemisphere prices, At the same Came et 
there had been no Western Hemisphere oil, I would 
Say Middle East oi1 would, without too much trouble, 
supply for a time most of the requirements of the 
Prec Wor Obviousiveay thaw deve. of production, 
whether prices would have been lower or higher, 

I am not able to say, but I would like to make one 
point. If you look at the oil pricing from the point 
of view of the manufacturer, you have a certain crosse 
pattern, you add a mark-up and then you come up with 
a market price, I believe you could have a feasible 
Dracticaple proposition over a period of time, I 
think you have an industry here where in some areas 
there are fantastic reserves, and in some other 
areas you have to struggle very hard, and in other 
areas you have an infant industry but a great deal 
of money needed just to keep a little bit further 
ahead such as in Canada. If you have this picture 
and if you let nature take its course, I think you 
would have to turn over the world oil industry to 
Kuwait. So price competition is not the only thing 
you can really consider. 


MR, PATTILLO: Perhaps you would like 
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at this point to express your views as to the effect 
of pro: rationing to market on prices, 

Mivgeunis ie CLLect: of pro, rationing, vo 
market on prices today, as we have had inthe United 
states, has obviously, among other factors ‘too, 
resulted in some stability in prices. That means 
that you probably avoided during periods of sur- 
pluses each one individual producer, trying to get 
his maximum’ production sold, ° engaging in a. price war, 
and during periods of shortages you would have had a 
situation where each individual producer would have 
asked for whatever the market would bear at that time, 
and the sky would have been the limit. You certainly 
have stabilizing influences in regard to pro rationing 
to market demand. The price is made still as a result 
ofa complex accumuletion of Tactors, including supply 
and demand, supply and demand controlled by conserva- 
CA0n, waren 18 controlled in, the United States-partly, 
Lt -yourvanu co PUL it “that way, by*an import pelasy, 
But pro racitonings as such does not set exclusively 
a=prrce, ="lu Mas etabidizing-erresctsy iti "a Tacsor. 

MR. PATTIULO: Would it be fair to "say that 
wnat tt does is Tevel out the hills and valleys 
to the normal swings? 

WR, LEVY: It definitely has an effect, and 
I would say that over the long pull everybody has 
been gaining from it, in the situation in which we 


find ourselves, including, by the way, particularly 
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the smaller independent producer and including in 
particular, I would say, his ability to get money 
from banks. 

MR, PATYILLO: Does pro rationing as operated 
in .the United States and in Canada create a’lot of 
marginal inefficiency as well as producing that which 
otherwise, if the normal laws of economics were 
appited, would be shut up? 

ie OO WOULO (Saw starts with 
conservation. Of course, under conservation, 
because Of conservation, you have a certain allowable. 
Under pro rationing you are assured that this man 
Raeran Ouvlet. and obvicuely he could not sell ar 
the price would Nomes least pay him his ouc-of- 
pocket expenses. To that extent, therefore, you 
could say that the marginal producer has been kept 
A11"e Dy conservacvion, “plus pro Paticninge, Bust 
VOU Cou. at you wanted bo, In a situation, Like 
that also say that it is impossible to have conserva- 
tion without pro rationing, because if you could 
assume that witnout pro rationing the market for 
the producer would disappear, and if you could 
further assume that you want to have this production 
kept flowing because of conservation, then I don't 
know whether you would call it conservation or 
pro rationing which keeps him alive. 


Ma PAT RT iO" I am not clear about one 


oe CUCHINS about pro rationing. When you talk about pro 
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rationing to market demand, if you have it in force 
all over the world in oil-producing countries, am I 
correct im thinking, then, you would also have the 
delicate balance between supply and demand, provided 
the buyers were adequately judging the markets for 
products made from the crude, that you would then 
be able Go keep = delicate balance in being at all 
times? 

MR. LEVY: You keep a balance, but whether 


LG te delicate, 1 em onclaned to doubt, 
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MR. LEVY: You would keep a balance 
but whether it would be delicate --- 

MR. PATTILLO: But when you have the 
two big producing countries, the Middie East and 
Venezuela, not on pro rationing then is not the 
result that with their quantities coming on the 
world market that places such as Alberta and 
Texas which have pro rationing find their markets 
shrinking? 

Mi. GEV Ys To the extent that, first 
Of all, the ol) enters the international market. 
That might well be the case because after all I 
would assume that, say,the United States producer 
operating under a pro rationing system would not 
have enough for export at that time and the 
Middle East producer would have that quantity, 
there 16 a2 possibility of him reducing the price 
which may be harder to do for United States pro- 
CUuGeria. You have that situation perhaps right 
now where you have shading of prices and ample 
supplies from the Middle East and they are fighting 
Vieoe tee Or Tiene ine At eu. 

MA, PATTIOLO: And that is really what 
Hee led to the aeitation onthe part of the inde- 
pendent producer in the United States today TO 
exclude from the United States market this foreign 
Cruoe:., 


MR. LEVY: What has happened there is, 
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foreign crude as compared with the United States 
erude at present prices, at least, was so attrac- 
tive to a large number of refiners on our coast 
and inland that so many new United States oil 
companies were in the process or had already 
acquired new production that our production level 
in the United States would have to be cut or 
affected even more than it has been affected if 
there had been an unlimited entry of foreign crude 
into the United States market. This 16.00 a 
considerable extent the competitive strength of 
foreign crude plus the United States crude and 
the eitfects. of. United States, production. and if 
you want conservation ultimately, and certainly 
security, this is the situation which has agitated 
conditions. 

eG e mets Pl iy @ 5, You had no quota situa- 
tion in the United States today and you had the 
international companies operating in Texas under 
pro rationing without having a substantial supply 


in that market and operating in Venezuela and the 


Middle East; without pro rationing they could sit 
on the pro rationing situation in Texas and use 
the price that was established there as an umbrella 
for bringing in all their own crude from Venezuela 
and the Middie East at a profit. 

MR, LEVY: I do not think that situa- 


tion -- No. 1, the price in Texas, would stay where 
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LG 18. No. 2, I do not think the Texans would 
Stay where they are. 

Pires PALES bi: Well, they have not, 
they have been down to Washington in large numbers, 
I understand. 

MR. LEVY: And, therefore, let me add 
one thing: when you have these large international 
Oil companies they cannot afford Pea ly soy ec 
more than -- they cannot afford to act for any 
DErlod Or Gime irresponsibly, they have to balance 
the situation as best Wey can and 16 as very 
difficult under certain Situations. I would, 
therefore, also add, you must not forget that at 
least as far as the United States is concerned 
the home base of these companies is in the United 
states and I do not believe that we would face as 
desperate a situation as you develop on a theore- 
tical basis’. Sut, 10 asadicvon to thaw, as. 
Said, a lot of new crude hag come and even more 
will come into the market. These stresses may 
be less relevant in Overdoing a good thing or in 
handling affairs irresponsibly or in being respon- 
Sive to the national interest where the home places 
are and we would operate in a Ore LON RGU Erry 5 an 
think that is a very relevant yardstick for these 
corporations and sometimes the situation may get 
out of hand but that has not happened to date. 


MAR. PATTILLO: sO you say they have to 
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balance their desire to make substantial proiits as 
against killing the goose that laid the golden ege. 

Me) LVS Yes, and make no profits 
after: 

Pie ere LL: And in doing that they 
also have to have regard to perhaps over-expanding 
their operations in a country like Venezuela and 
then when they are forced to cut back being 
confronted with governments. saying, "You have to 
keep your volume up to what it was before"? 

MRS SGEVY = You could not be more right, 
Mr. Pattillo, because after all these governments 
in Venezuela and the Middle East -- the oil 
industry is the biggest industry in the country 
from which they get 90 per cent of their budgetary 
income in many instances, and IPOoper cent of the 
foreign exchange comes from the oil industry and 
there are pressures which are not only economic 
pressures but also political pressures. 

Phe FATT GLLO Mr. Frawley will tell 
you about them in Alberta. 

Now, what I am still continuing on with, 
trying to get this price picture clear, does what 
I might cail the Mid-continent price, the locked-in 
areas where they are not affected by competition 
from foreign crude -- are those prices related 
in any way to the laid-down price of the United 


otates crude at the B. C. coast? 
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MR. L WY: Obviously in the United 
States itself, we discussed before a network of 
pipe lines as tc shipping crude or products. You 
have -resulting out of specific prices situations, 
locational advantages, and after a length of time 
they usually disappear because the next fellow 
wants to take advantage too. Also, in a mature 
and rather transport-wise, well-balanced economy 
like ours, you would expect that somehow the 
price level in the various areas, even those that 
MAvehOUnbeROLrechly connected oF. directly competing 
with the same outfit, that some of the price levels 
were usually balanced out. 

Mise PipeiiidOs: 50, LA OUneP words. 
there would be a relationship in the price of 
Canadian crude laid down at Sarnia with the United 
States crude laid down on the East Coast? 

Mi ebay Yau No, your crude, 1s related 
POs tlinous wrpoe, [ct 2S related to Oklahoma 
and Texas crudes because they all move to similar 
refining, areas by pipelines. There you nave a 
variety of relationships but pricewise I am 
somewhat inclined to believe you have not suffered 
really. 

MR. PATTILLO: And then, would there 
pe a relationship to the laid-down price of 


foreign crude in Montreal with the laid-down price 


————_————_ of Canadian crude in Sarnia? 
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MR. LEVY: Now obviously Canadian crude 
has not reached Montreal at this time, I understand. 

MES oPATT LILO? No, not yet, unless it 
happened today. 

May LEVY: Now, so far as the United 
States east coast is concerned there is kind of a 
relationship between the United States crude reach- 
ing there and Venezuelan crude, and some potential, 
even Middle East crude. dnerefore, United States 
crude reflects to a considerable extent -- United 
States crude price affects a variety of factors in- 
volving crude prices among others, 

Le VOuUgweant “bo you.can say == Tam not 
Sure this is a helpful comparison for the kind 
Of questioning [ would like to follow after this 
but I will see. 

Mis PATTER: Wes lee Ol neo 
DPSS oil -at. this stage . I will ask one more ques- 
tion on the subject of price and we will go back to 
it later on when we come to the problem that I want 
to discuss with you. Go.ng to the Montreal market 
with Canadian crude: you probably have heard of the 
ot. Lawrence Seaway and you know that it will be 
finished approximately this time next year. Now, 
have you given any thought to what the effect of 
that might be on the potential markets for Canadian 
crude? In other words, do you think that we may be 


flooded in this country with Middle East and 
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Venezuelan crude’ coming up the St. Lawrence Sea- 
way as far as the Head of the Lakes at Fort William 
and being able to do it below the price of Canadian 
erude coming oup oF Alberta? 

i Apo NS Let me perhaps answer it 
this way: as far as I know the St. Lawrence 
peaway will not permit ships over middle-size 
capacity to go through the various locks and reach 
the various markets you mention. After all, the 
Middle Hast producer or the Venezuelan producer 
would like to get into your market and I think he 
rourm eeu inbo Toronto, for=instances "1 "de net 
think it would be too difficult for him and I 
vhink the could beat’ the hell-out of you, but he 
would build a pipe line to do so. I do not think 
he would use any other means. 

Pi ee nO: You think he would 
build a pipe line from Montreal into the Toronto 
markets, vnen he Gould do that and bring “hie bie 
tankers --- 

Mi GEV Veo. Obs tte COU oreo. UG 
the “Same “thing “to vow on=the West Coast. 

MR. PATTILLO: He could do the same 
thing on the West Coast? 

Ma. eV Ys Yes, Dut Tiot “im Alberta. 

MR. PATTILLO: Are you sure of that? 
Now, let us go, if I may, to present and potential 


markets for Canadian crude. We have had a lot of 
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evidence given here that the market for Canadian 
erude -- I am not necessarily giving them in order 
of preference, but starting from the West and going 
to the Hast, C nadian West Coast, Puget Sound area, 
offshore shipments, the San Francisco Bay area, 
possibly Los Angeles, the Middle West both Canadian 
and in the United States immediately south of the 
DOTCEer Si Uie, compile area in Canada and In proximity 
to that the Detroit-Toledo area in the States. 

Then the Toronto area and the Montreal market. 

Now, those, as I said, are the possible 
Markets 107 Canadian crude and 1 would Jike you to 
discuss this matter and give us your views. is 
might perhaps start off the discussion by saying 
tiie, Li you were 2 producer of erude oli in.the 
Province Of Alberta. what woudd you consider to 
be your most economical market, the best economical 
market for your crude? 

MR. LEVY: Let me make a few general 
comments and afterwards I may turn it over to Mr. 
Lipton, The most economical market is, of 
course, after getting the cost of production and 
all those other factors which do not enter, is the 
function and the size of the outlet and the price 
that is obtained. Those, I believe, are the two 
large factors, how much can you sell and at what 
Orioe7 ie vou had etayed in the Praipie Provinces 


you could have sold very little but the price 
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would have been high so the question is not only 
one of price, it is not only the size of ‘the market. 
You have to look at both. At the moment you want 
me tO look at it ali forgetting “all the other 
problems such as foreign-oily- United States im- 
ports policy, and@wiat have you, 
Wit ee eee Te Want uO Lire ge ces 
the picture as if Canadian crude was the only 
possible source and then we will come back to the 
competitive position and find what your views are. 
Me. ove You-wouid,; ofcourse,’ have 
tried to cover your nearby areas first and spread 
out from there, and the first logical expansion 
would have been towards our own West Coast because 
that area is deficit area and provided your price 
is competitive -- it would have to be competitive, 
there would be no commercial preference possibili- 
ties and no import restrictions of market would 
have given you a deal, but the way it appears 
now, this plus the West Coast of Canada would 
obviously not have been all that you need. You 
would have had to spread further. You have, in 
fact, moved east and west and you have covered 
a considerable part of Eastern Canada,or the 
eastern part of Canada, and you have also entered 
the United States market in our Middie West. 
That expansion would have been second choice but 


obviously not second choice in terms of 
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being less ad-vantageous but it would have to come 
if you nad developed’ surficient production for~the 
immediate nearby areas and saturated it to the 
xtent that you could expect saturation with this 
Canadian OLt. Once you reach Sarnia the die 
was cast with regard to the Canadian price at that 
point, and further eastward you kind of had to be 
competitive with United States crude oil to the 
extent that it could potentially enter your market. 
Now, the question arises -- let me just 
pose it on an overall basis and we can come back 
to the details: once you reach Sarnia and establish 
6 certain price for your oi], which from the West 
Coast point of view might have been lower than it 
would have been if you could have successfully 
Markeved 1f an the West Coast, but once you are 
there the question of further expansion of markets 
tien, vo Tie Extent That 12 does not. result in 
furtier price reductions,is therefore obviously of 
economic advantage to you because you expand your 
Beet an. CO nou Cu Your price, You obviously 
moved anto Toronto without. further price reduction 
and the question arises, obviously this was advan- 
tageous because you did not reduce your price and 
you expanded your market area. Obviously if you 
could enter the Montreal market no question would 
arise as to whether it was advantageous or not 


advantageous on this limited level of your question. 
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Mp PA eas Yes? 

MR. LEVY: I don't know whether you 
want a detailed review of the various ifs and 
buts. 

MR. PATTILLO: I think this would be 
& go00d place to break off this Serial and re- 
sume at two o'clock, 

THE CHATRMAN: We will adjourn until 


two o'clock in this room, gentlemen. 


---Whereupon the Commission adjourned, to 
Presume ab 2.00/07 .m- 
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2/5 ---QOn resuming at 2 p.m. 
THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearings. Mr. Pattillo? 
MR. PATTILUO: Thank you, Mr. Chairmen. 
Mr. Levy, just before the noon recess I 


os 


had come to the subject of the present and poten- 
tial markets for Canadian crude, and I think that 
we had covered what seemed to be in outline the 

possible potential markets, and you had something 


LOousay about. chematter, this morning. Nowy-1 


would turn, if I might, to each of these markets 


In sparticulaer for a fewumoments; but. before going 
LO pthav, whatedowyou consider is. the responsibility, 


Lfuany, of anwinterrated rcompany, that comes .in to 


Canada and carries on only producing operations in 
Cansdanias Lo-putting forth any .efifort..to (find esome 
Marken For the, exude which it develops in Canada? 

View Gi vl eathey nyVvGuU rare Asin une 
about an integrated company abroad which has a 
oreducibgsati diate im Canada? 

ME. SPATE LOLs 8 Yes. 

WE. SLE Se Rivet ot sada WOoULd. Giy-pourse, 
expect the producing affiliate to behave like a good 


Canadian citizen, and therefore do everything that 


Canada can rightfully expect from its citizens in 
the conduct of their business. That involves, as 
far was thei nisproduction effort <6 ,.concerned,,i.of 


course, careful and considerate carrying out of the 
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laws of the country, and it involves, of course, 
also behaviour which is as responsive to government 
desires and needs as its Canadian compatriots would 
Carry i OUT, 

What you then have in mind is, what should 
ic do to help Canada in Its export operations? Be- 
CeuBe UnlS Ve ttne second’ parc. 

Mia Oe el aD aS era ohn 

Mn GEV: “oershould in weneral, of course, 
behave like any other Canadian company and do its 
utmost to make Canadian oil an acceptable and 
successful export operation -- and export article, 
Whether you then plan to move in your consideration 
back to the home office of the company and expect 
the affiliate to tell the home office how to handle 
its affairs world-wide, is a very different question, 
and there you come up against the problem that one 
of the children cannot tell the parents what it 
Scull oo With aly aos otuner “chitldréen:. “ine home 
office problem is slightly different than that for 
(cs -aritliate in any particular country. The home 
ST Trice waste Voor tat botsever things: ie Lersubject 
toa fot or tepi timate Normal commercial .considera- 
tions in its activities which are not exclusively 
limited to the consideration of any one particular 
evreiiates * 7f the home office would ever Limit 
ts concern and conduct to the interest of only 


one of its affiliates, I believe there would not be 
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very much longer an effective home office in exis- 
tence. They may as well transfer to Canada. 

What does this all mean? It proves 

. in the, Tires: instance that out of the operation 

of a Canadian company owned by a foreign parent 
company, Canada as such does not in any respect, 
I would say, fare worse than if a Canadian company 
operates, because by definition, and even if there 
were nothing.else bul self interest, they have to 
behave, and they usually have to behave a little 
bit better because the public eye rests on them, 

secondly, as far as benefits are concerned, 
Vet me perhaps put. that on thevrecord jboos)) IT osincerely 
believe -- and you will forigve me because I am, of 
COUrSse, Presudiced,.-- that, oub,of this. relationship 
Of sie Wace nt aCOMDan vy wos Mie wait biace tn. the viob laine 
dustry a great deal of benefits have flown in terms 
of technical know-how, capital availability, and 
there is an amount of impetus given to operations 
which sometimes a foreigner can give a little bit 
easier than somebody who has been in a certain 
SUGPOUnC ie sate ite. veo, Ghink from phat 
point of view it is a great gain to Canada. 

It has further an added advantage: it 
can at least contact that organization which, can pro- 
vide and does provide some markets -- some markets 
which without Canadian affiliation would probably 


not be available, because when we come really down 
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to it Canadian oil has only two markets: Canada and 
the United States. It is not competitive in world 
markets, and it is unlikely to be competitive’ in 
world markets. That does not mean you won't get 
crises -- people who won't come and get your oil 
and love it and even pay for it, but, basically, 
Canada has only the United States and Canada to 
look forward to for markets. 

Ne’ Parves the United States’ le concerned, 
Heein lew us teace se, Canada, as far as whe U5. ts 
concerned, ig foreign oil. For any of the companies 
in the United States which import Canadian oil, the 
decision is basically one, "Should we take Canadian 
Cll er a price Which 1s even competitive ata pro 
forma price or other foreiern oll, or should>we con- 
Gentrace cur imporcs of foreign oil “on those areas 
where we may have economic advantages resulting from 
such imports?" These economic advantages resulting 
from such imports could accrue as a result of owner- 
ship of the oil. The parent company which owns a 
foreign producing company would, of course,feel 
quite attached to that foreign oil; and, profit-wise, 
to use foreign owned oil as compared with purchasing 
prorated oil has advantages, because the total crude 
oil probably would accrue to the parent company. 


Secondly, it is not a secret that it is possible to 


obtain foreign on a long-term basis at very favour- 


able prices even if you don't own it. Again, you 
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can't do that with Canadian oil. So, if you have 
a cold-blooded American importer who has no rela- 
tionship and no interest in Canada, he is bound 
to figure his dollars and cents, and therefore 
Lie Ceci slomwislas beuthat there’ Lsynosourlerp tor 
Cenadian o11 except in very peculiar and*special 
considerations as in one or two areas. 

When you come back to the affiliation of 
some of your companies, I believe, taken in all, 
on a very broad basis, they have their own problems, 
and some of them I would not like to face myself, 
but on a global basis they have added strikes, and 
as far aprthes position ineCanadasiseconterned, it 
Lee yourimMationaiypolicics» which willie govern, and 
it is you who will decide what companies might 
Or MLent meV devi the Canadian national interest. 
Be, Loden't believe any private action, asisuch, 
would for any\length. of time successfully run 
eounter tos Canadian national interests. 

That was a long answer to a reasonably 
ShHorh Questions 

Mn PATI InhOsev lias ner. quisgesasetons 
as 1 got once: JI had a whole book put in in answer 
toca. questionsonces 

What I had in mind was this -- and I will 
gaeecroyourlattentionirightitodit: in the Puget 
Sound area, which as I understood you to say this 


morning was, from the geographical point of view, 
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the most favourable for Canadian crude, there are 
refineries there: one is a subsidiary of Mobil, 

and another one is Shell, and the Texas Company is 
building one which will come on stream sometime 

thi se year.) Now,geacve the present time, according to 
the evidence that we have been given, Canadian crude 
is definitely competitive laid down in the Puget 
sound area with every’ type of crude laid down in 
that area, with the possible exception of Indonesian 
crudew) woulds youl aeree with that? 

Macphee: Lo would-agpree, as; to the gen- 
eralyeompeutinve Ghearacter of Canadian: crude. 

MR. PATTILLO: And it has substantially 
hess) laid) dotm cose conan Californian crude? 

Mi, Deke, Bnei correct. 

MA MPA TILOw Wisth those facts: we fand 
that none of these companies, all of whom have 
operations in Alberta, are taking all of their 
requirements from Canada, and we find that Shell's 
acquisition of Canadian crude has been down around 
10,000 barrels a day, which they propose to increase 
bywanether £O;000,) so they: telly us, an another 
month or so, and that this new Texas refinery is 
going to have a capacity of 40,000 barrels a day, 
and they anticipate that they will take Canadian 
erude up to in the neighbourhood of 6,000 barrels 
a day. We yet haven't heard from Mobil, so that 


we haven't fotten the full picture from them. 
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However, would you explain why, when the quotas 

of foreign oil into that region of the United States 
are not being met today, and Canadian crude is priced 
as we suggested, that there isn't being a greater 
Coed Se i Oe Opinion? 

Mn, (GEVY¥: -i would like to reply im this 
way: first of all, there is probably a temporary 
SPiUaclOn Ol “a Surplus of local Californian crude 
which creates a particular problem with regard 
to imports as reflected in the much lower actual 
imports as compared to the quota. In California 
there are often long-term arrangements for the 
purchase of crude with the various refineries and 
With Local Caliiornian crude in contrast to the 
Situation in Texas, and that may be one of the 
reasons. <1 don’t think this is the whole reagon, 
and I don't think one should accept that as the 
whole reason. I think we come up against what we 


nave calléa im Gur report The Problem of Commercial 


Pretverence. I Know some don't like it, but I think 
One Nes To race if, and what that means is that 

Lhe parent company of an international oil industry, 
which has access and owns a variety of crude oil 
SOUreCes, MUST, 2 10S import policy into the United 
States, which is now limited by quota, take account 
Olwe sarge number of sometimes conflicting and not 


always -- what shall I say -- particularly easy- 


oo to reconcile interests. First of all, these companies 
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nave concessions in other areas because they are 
pressing for continued production the same as here, 
and where, perhaps, governments of these areas are 


perhaps not so easy to deal with under certain 


wv” 


circumstances in terms of normal western concepts. 
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Secondly, these reserves are sometimes located in 
areas which are not as safe and as secure, and 
there are large, very large reserves in those 
areas, and there is a natural desire of the owner 
of such reserves to make use of them at this time. 
Perhaps this is the most important reason, the 
fact that these companies, of course, are subject 


LO profit motivation in, addition to other considera- 


tions and from their point of view, I am sure, 
absolutely rightly. A barrel of Canadian crude 


which they produce means SO per cent or 90 per 

Cent. Of the proiie goes to the. competitors or their 
other producing companies, and 10 per cent reflects 
LNele own profit, whereas if they bring in their own 


oil they get it all and the rest goes to the affi- 


liates. 


I would say that under these circumstances, 


because you have a market at all in this particular 
Situation is probably due to the international 
eariLlisgvionm or Giese companies, and if you had no 
profit motivation governing the trade you would 
have greater problems than you have. 

Lo Goes mot apply Go ail of the sales 
because some of the sales go to areas where there 
are no alternative sources at this time. 

Mie PAVTTLLLO: We are talking about 
the Puget Sound area. You are saying that be- 


cause of the fact that Alberta has pro rationing, 
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which it put in, according to the evidence, at 

the request of the international companies, the 
international companies preferred to bring in 
their wholly-owned crude because the profit they 
made was entirely theirs, rather than ship pro 
rationed crude where they are sharing the profits 
with their competitors, but they have got to throw 
the poor dog a bone to keep him nice so they give 
him some business. 


Now, 26 4that- it? 


MR. LEVY: Not quite. Pro rationing 


is one of the factors beyond doubt, but we talked 
this morning about replacement cost. The re- 
perve DosloLon in your country is such that. you 
cannot -- let us assume they could draw on their 


own crude without the effects which I believe 


would pe Caused Dy 1ts Chey couldn't draw Tor 
any length of time on this crude without spending 


a great deal of money and replacing it immediately 


an order to be able’ vo continue. 
Now, draw on 40 billion barrels of 
reserve In the’ Middle Hast and you don’t notice the 


Gaiference, but-draw a billion barrels of oi1 from 


Canada and you know what expenditure is in front 


of you to replace it. So you come un against 
profit motivation and a natural reserve which is 
exceedingiy rich and the natural desire of corpora- 


tions to handle their company on an overall basis 
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including profit, and the bone, as you. say, to 

make availabie to the Alberta producer is a little 
bit of a steak as far as they are concerned because 
therenise. pdenty ifiyeu figure. it out. 

Wheat Dury to do Vs to tia to set the 
framework in which a company with international 
operations finds’ itself. 

MR, PATTILLO: SO you would say, looking 
at this thing from a realistic point of view, no 
matter what our competitors! position may be, as 
long as these substantial low replacement costs 
crudes are available, Canada cannot expect in the 
Puget Sound area any more ‘than a segment of that 
potential market? 

MA. LEVY: I don't want to hedge, but 
let me just add to that that other considerations 
enter into it before I give an yes or no answer. 
Iwomid aac. pLospaatrthat.as’ Mong as we have in the 
United States import quotas which limit the total 
amount, ofvel is 4h would say that that makes the 
importation a very valuable right which you do not 
Use Tor tne soi] “which costs yourmore rather than 
for the oi1 which costs you less. 

pecondly, our country as it 1s right 
now in a conservation position and becoming a very, 
VERN, teree Importer,, if mur country in the United 
States becomes a very, very large importer I could 


easily imagine as a matter of course 2 substantial 
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amount of Canadian oil would also find its way 
Theres splue OL Other tactorsr ‘and’ ceptainaye 1 
would say that as long as Western Hemisphere 
security is not a governing yardstick of our 
poOlPey, 

Wirth these "qualifications in mind, @ 
would say yes, but the qualifications have to be 
included. 

MR, PATTILLO: Now, having put these 
qualifications in -- and I presume the same quali- 
fications would apply to what I call the Middle 
West part of the United States and the Detroit and 
Toledo areas, too. 

MR LEVY: “In degrees, yes, 

MR. PATTILLO: Would you agree that, 
if those qualifications were not there, from he 
standpoint of the Alberta producer looking at what 
is the most desirable markets for him from the 
standpoint of his cutback, he would consider Puget 
Sound, the middle states, the Detroit and Toledo 
area preferable to the Montreal market? 

MR. LEVY: I would definitely agree 
with that, and if you want an explanation on that, 
Mr. Lipton will --- 

MR. PATTILOOs “I wiil expand that vhs 
few minutes; I just want to follow this train of 
Pious 2 have dn mind. 


If you are going to operate, a pipe line 
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to Montreal, would you agree that the Alberta 
producer would have to commit a large segment of 
his reserve to that line during the next thirty 
years? 

Mi aa VY: He would have to commit a 
large part of his potential outlet to that line 
Otfitne dine shoulcemnot me buLIt. 

MR. PATTILLO: Now, if you are producing, 
looking at these qualifications you have just given 
us, and weighing them against the wisdom of going 
to Montreal now and committing a large segment 
of your production, which would you think would be 
the sounder business decision to make: LO” Ge 
Montreal and commit yourselves to a less attrac- 
tive tprice forma: long period,or gamble that these 
qualifications which you have been Speaking about 
won't survive for very long and that the United 
States markets would become available for all of 
the production that you might reasonably nope. Por? 

ME. OLE VG: No, I think I would break 
this problem into two parts, and I wili deal with 
the governmental part first. 

Unger present. conditions, and 2 would 
say at least for a few years ahead, I would say 
that Canadian oil would be able to enter the United 
States markets on a large, really improved, scale 


oO 


if, in the first instance, there would be no import 


| duOotas against the Canadian oil. But I would say 
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that wouldn't be good enough, and there would have 
to be added to that a discrimination in favour of 
Canadian oil. What I mean by that is that 
Canadian oil should be treated in the same manner 
as United States oil and that import quotas into 
the United States should be determined only from 
Ouhner sources atter Canadian production is taken 
Care -Ot., 

I would also like to say that means 
that from a United States point of view our import 
quotas would have to be handled in such a manner 
that we could also take care of Venezuelan oil 
because the security and defence argument which 
applies to Canada would, of course, from the 
Western Bemisphere point of view equally apply 
to Venezuela and whose supplies would be so badly 
ReCOea i yisan enereency.. Thererore the question 
Peso ves, in the snort interim term, to, Taps 
possible for Canada, and I would say from a United 
SLabes pOInG Of view, to dnclude other Western 
Hemisphere countries, to establish this Western 
Hemisphere concept of oil security and oil flow, 

Me. FADE Lobo: in the interests of 
peace in the world, the problem existing between 
the Iron Curtain countries today and the Western 
Hemisphere countries,the position daren't be taken 
which would reflect against the Middle East pro- 
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MR. LEVY: You have certainly raised 
one of the other difficult problems there, but 
that hasn't been decided, of course. But what 
has been envisaged is not so much complete ex- 
clusion of the Middle East but a kind of what I 
would say larger share which I am confident will 
come about in U.S. importations from other Western 
Hemisphere sources. 

The Middle East has quite a large market 
in the Eastern Hemisphere, and while our market 
has been stagnant, it has been still expanding. 
bute am nou a politician and I cannot size up the 
political repercussions, 

Tron an oll point of view vand the 
security point of view. of course, some Western 
Hemisphere approach to this problem makes good 
Sense if it is negotiable in a reasonably short 
time, 

MR. PATTILLO: When you say a reasonably 
enoOte, aime. l am Stil) thinking of thie Alberta 
producer who has the problem before him: "Am I 
going to support the Montreal line and 
production or am I going to say that I will wait 
because this present situation 1s going to clear 
up and I am going to get a reasonable share of 
this market in the Puget Sound and other areas?’ 


Now, do you think that the Alberta producer, 
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studying that problem, would be very realistic if 
he said it will take three years to build the pipe 
ii Bel-w in wnres years: this problem ie soinge co 
be solved anyway, and I am going to have a more 
attractive market in the Puget Sound and in the 
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MR. LEVY: I do not believe that any 
problem will be solved in three years, I mean in 
general. Further let me say that if I were an 
Alberta producer I would like to be damned sure 
tiat it cannov. be, There are ways to find out 
end Tind out nov within a year or two, but find 
OUL pracvically immediately. It is a matter -- 
a reasonable question to ask, because arter all 
what will happen in Montreal if Canadian oil moves 
there? Excluding the other Western Hemisphere 
oil immediately adds to the problem of the 
Western Hemisphere from a security point of view 
because it will create problems in other Western 
Hemisphere oi! areas which are important to the 
free world, so your judgment cannot be unconcerned 
Wii tas problem. 

Me. PAVED ELO? In other words, if we 
move Canadian o11 co Montreal and give it protec- 
ion it would cause dissatisfaction in Venezuela, 
and the first thing the United States would be 
confronted with is the problem of where they are 
going to put this over-production from V nezuela. 

ME ue Vs Corn oe 2S 8. Mery wrt hey 
course of events. What you are doing here is 
not something which you can look at as an isolated 
case but it has repercussions and therefore re- 
quires, in my judgment, urgent and considered 


attention. 
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Let me add something else. Of course 
we assume at the moment that Montreal could be 
reached only at a real sacrifice to the producers. 
That is part of the basic assumption? 

Ma. PATTILLO: Yes, we will come to that 
a divvle later bul LT agree that is the essumption 
we have been making up to now. I think you will 
agree with me, would you not, that when some sort 
OF embargo or quota is put on foreign oil coming 
onuG Montreal, if the fTorelen producer wanted 
to hold that: market in Montreal we could not pos- 
sibly compete with them, with Canadian crude, 
without a sacrifice by the Canadian producer. 

MR. LEVY: I. would say if the foreign 
producer is determined to hold the market, if he 
Lo Wwiwlane oO make, even, LT necessary, <ondi tions 
which are more favourable than they are today which 
he could afford,under certain situations I am sure 
Wiew You Bad 1s correct: 

ME. PATTIGLO: Now, in testing these 
commercial interests in all of the United States 
of America I suppose one has to have regard for 
tne Very things that the refiners in Montreal were 
putting up here as reasons for not going to Montreal, 
namely the action would cause quick obsolescence 


of many facilities in which they had a financial 


interest which were oresently, under the way of 


living, yielding a profit. 
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MR. LEVY: Definitely. I mean, you 
cannot expect anybody to put his facilities into 


the junk heap voluntarily. 


= 
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ee 
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a UL a a Now, we had some evi- 
dence here about the St.Paul-Minneapolis market, and 
apparently that market is absorbing a good deal of 
erude coming from Saskatchewan which is a special 
type and for which the refinery has been especially 
eke Gee What in your opinion is the prospect of 
first being able to Nold that market to the extent 
that we have and, secondly, there being any expan- 
Slory 2 aG7 
MR. LEVY: Aster SS nOlOtne nL, An Soe 
position LT would feel quite confident because you 
have ownership-interest relationship all along the 
lame expending 15. LL would say it 28 probably held 
in position because this is an area where Canadian 
erude in relation to others has an advantage. 
Mi. or A GO: Now, I am looking at the 
Detroit-Toledo market. In the Detroit area 
pocony Nas .a very large refinery and Socony is 
in Alberta and now it is apparent there is only 


Sixty miles of 4 gap from the present Interprovincial 


6p] 


Hioe wie sbO Devro1t, Which Ts nee lici bie, andwiL 
has been suggested here in evidence that Canadian 
crude can be put into Detroit. Under the circum- 
stances should Canada and the Province or Alberta 


be reasonabiy entitled to expect that Socony would 
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take some Canadian crude into that refinery? 
Would they be asking too much to ask them to take 
some portion? 

Ta a WY ¢ I believe there is a difer- 
ence between«what one could.cr should. ask and, what 
one could reasonably expect. 

ME wy PATTILLG s lL quite agree. Now, 
you just tell me what we could, what we should and 
wnat we can reasonably expect. 

Mice LEVY As Tar-as.asking.1s .con- 
cerned, I would first like to know who asked whom. 

Ma, PAPTUTLLLOs Well. ROW) elie tal Gao ave, 
interesting problem and I have been trying to find 
out something about that. What do you say is. the 
TUACTLON Of a Pipe Line. company, should it merely 
gied eae eoncportlarlon. vehicle. on should ae oe 
doing anything about looking for markets to see 
Riece or Cate wech ote facilities going av fog) 
capacity? 

MR. LEVY: I would say every business 
is interested to operate as profitably as it pos- 
Sa.big cans, The pipe line company, the way it is 
set up here, is an independent partly publicly- 
owned facility and it would therefore, I assume, 
act on a normal profit motivation and continue to 
think and figure out what kind of revenues it could 
develop. 


MR, PATTILLO: So if you were the chief 
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executive officer of the pipe line company in 
Canada you would anticipate that your organization 
was doing something to try and increase markets 
for the oil going through your line unless you 
were Operating et Tull capacity, is that right? 

Pit EVY : Even operating av fuli 
capacity I would be concerned because I could 
Operave*aurTubler-capacity. 

My PAPTILEO: Now, if you were a pro- 
ducer out here in Alberta and you had no refining 
operations of your own would you consider that 
there was any duty on you to go husting around 
and seeing if you could interest some refinery in 
taking Canadian crude or would you say, "My duty 
is done when I go to the Alberta Conservation Board 
once a month and find out the nominations"? 

MR. LEVY: Well, that. cs a2 -frveler ase 
more difficult because after all the producer has 
nO rcad relavtonship. tO his customer. He does 
not even know who his customer is, so you have 
a different problem from that of a company which 
owns a facility which it wants to expand and make 
more profitable or from a company which owns the 
DrOUUCULON ana tries to*seld Pius own O11. It 
16 a Compiicated propbiem. 


You have a variety, a large number of 


smaller producers, who just would not be set up 


to enter into this kind of arrangement and business. 
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MR. PATTILLO: I know what you feel. 
Tou Deel! everyoody mus@ first look after himself 
before he goes crying to the government to do 
Something for him, and I could not agree with you 
more. 

Mi ae: Institutionally and organiza- 
tionally the set-up may be such that it is theore- 
DEOL sre eUCpexpeciihim lo do ese buy practi 
Cali, inGreacn, Vimpocs ible. 

Mis -PALLELLO: Well, do you think he 
to PIight towsliieny end sey, “Well, Jones should 
do it,’ and everybody keeps waiting for Jones to 
do it and Jones never does it? 

Mi. BEV: I believe the system is 
such that it does not lend itself to the producer 
going out and trying to -~ he has nothing to sell 
except a share of Canadian oil but a refiner may 
NOL wish tesouymatiis oD). It may be Saskatchewan 
Gal, 

MAG PATE LLO?: But you would not expect 
the Alberta Government to be out selling the stuff? 

MRE CLEVY: No, definitely not, but the 
way it developed, of course, is that I believe two 
of the companies with foreign affiliates have done 
a great deal to develop a market for this oil. 

MAS PALTTILLO: Apparently Imperial and 
B-A Nave been the leaders in the whole operation; 


without them there would not have been very much done, 
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Th a ae Obviously these operations 
Should be shared by more people, I agree with you; 
whether it would be more successful I do not know 
because of the other factors we mentioned, 

MR. PATTILLO: How are you going to get 
these other people in? Should the Alberta Govern- 
ment summon them in and say, "Boys, we do not like 
the way you are operating and we would like you 
to come back next week and tell us what the 
problems are''? 

Mie dts You(sec, basically the 
problem is the same as the Texas producer. He 
cannot go out, he is dependent on the nominations 
and the pipe line which furnishes the transport 
for his area, which is a particular place where it 
is needed. Wicta yam sCryine. to sayehe, ote amea 
little bit wondering how to handle this problem, 

MR. PATTILLO: perhaps. it would: be 2 
good idea to do away with pro-rationing. Then 
everybody would be on the same hump, would they not? 

MM. PaHVs We would have a continuous 
decline in prices. 

Mise ae ALE TLlO) That might not be a bad 
idea. 

ME es odo VNs It would be over the long pull 
until the present surpluses worked down. It would 
probably reduce the price to the refiner but after- 


wards it would come up. 
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You see also it would involve . tremendous 


ia] 


other problems than of the various producers going 
out and trying to interest, say, an import refinery 
and buy crude from them. How could that be done? 
Di practice le ust dont tt. know. 

MR, PATTILLO: We might call up Mr. White 
Or Mr. walt and get. them to explain 2G to Ma.oWelly 
what about this petroleum association? Should an 
association or some group representing all the 
producers be doing anything about seeking markets? 
Does that happen anywhere else? 

DLL tN Ove 

Wow LO Et. dossrntt. 

MR, LEVY: I believe there might be severe 
Decal probemeeeiso coming out... Let me ack you, when 
you talk about looking for markets, what you have 
in mind basically is the United States market? 

Peete LO. Vat 1s rien. 

MR, LEVY: Because the Montreal market, I 
gather, is actively looked after by some people, 

Mine PATTILLO: At the moment. 

MR, LEVY: At the moment, so what you have 
in mindsis bo get further into the United States 
market, lL am sure that your foreion affiliates have 
been alerted, because I am sure that what has been 
happening in Canadian oil has been brought to their 


attention, and I am sure quite frequently. If it 


has not resulted in business, I believe it is because 


| 
| 
| 
| 
| 


anohyamyrd oy 900) ah “shor ‘outa: 


pera Coy ae: 
“ae fhe says Bx, 


SAAS HSSs vere ‘ are: ah 48) Pepe ee se 8 
ns As0 


ais <i 


. 
q 


¥ ae ens i sank ta ae ae java sa sien 


- ei 


tered od wad bie vo eo ce aoe: om aoe | | 
worl: Fax SY dase Ey 90 hoeig AT 


ptigw am qu Lisa Jigtalan thd AT ORAT ¢: le v 


: a fy ™ 4 uy < A f 
‘ow vei Gt 42 lala og, nord doty- Suis eee at toy 


= bivede Suotietsdaul 
ae Sit fd ; acts ee | rors TOE ES Ie: camel 

pinioak is ee a oa jisvar sretob ed a 

canis arotwene Neagen 2 tld, hf 

oa fe ne 


= ae p a _ 7 
r ny ag? ¥ Ss ) aa < oe ey 4 me ‘ 
t. texvnem ftestdcol sed “sosrep ok FeV ee 


fanse pings Y t “os'ba ade! ai! setovais 
Als boar L Lae Rae 
; ‘geome oth JA ‘OLEREAR PA, 
i Oe ay ot eal Ss 2 
svart vow dae oe done alt ie UNE | AM 
See eG a ees ee 
Wee ees Se: 


* 


_potede bowie ead gal <uioaus — eal, ey 
ovml qeanel bay cn kanot. rehiciye sat aim, mie, a ) 


he 
os aie 


cm oe ont som is gate te: ‘te ge 


r 
"i 


vy ; 


ae . a tefor 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 566 - 


of the reasons which I mentioned before. 

MR. PATTILLO: So you think when you are 
looking at the present situation in the States that 
the conditions prevailing now, which you think are 
going to prevail for a number of years, that all 
of these companies weighing their commercial interests 
are probably not voluntarily going to take increased 
quantities of Canadian crude? 

MR. LEVY: I would say there would be 
some Increases, buu it will not be a dramatic one, 
You know, wnat strikes me if the companies had 
planned to take a great deal of Canadian crude, 
this would have been the place where they would 
have announced it. 

MR. PATTILLO: You have not forgotten the 
8,000 barrels? 

THE CHATRMAN: In all fairness Mr. Levy, 
one or two have done so. 

Ma. LEVY: 2 appreciate trac, Dut 4 mean 
if tne present level is not satisfactory, and I 
Peeve wit. Said 2b 18 nou, 2f you, could look forward 
within a year or two to a much larger increase in 
your sales to these companies, if I had advised 


these companies I would say now is the time to let 


it be known. 
MA. PATTILLO: That 1s where the good 
man you were talking about should come to the aid 


of the party. Now we have evidence about the Ontario 
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market, and that we could anticipate probably within 
& period of 4. year that.it will be possible to 
increase the amount of Canadian crude going into 
the Ontario market about 50,000 barrels, -and that 
probanly that will further be increased in a further 
period of time to something over 100,000 barrels, 
Now one of the things that bnéey chink Ls 
going to make this possible is due to the increased 
refining capacity developing in the Toronto area. 
It will be possible to halt the flow of the refined 
products from Montreal to Toronto, and reverse that 
flow back to the junction where the line goes to 
Ottawa. I would gather from what you have told us 


that so far today that in your opinion the only way 


VOUSCCUA Orie \onat. aboue bs if the company concerned 


considered it in their commercial interest rather 
than applying Adam Smith, 

MR. LEVY: No, when you talk about Canadian 
operations in Canada, I think you can expect an ad- 
dition to commercial operations national awareness 
of Canada's problem. I think you have seen it in 
the behaviour of all your companies here, and there- 
fore there is a different weighing of factors up 
by domestic companies or foreign-owned Canadian 
companies, as far as that problem is concerned, and 
Nhile one might be able to figure dollar and cents- 
vise, as I mentioned this morning it might be more 


profitable in, some respects: not to. do whatyou just 
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Said might be done in Toronto, I would say that 
the profit motive is not the only, I did not say 
ai ene United wstatves, 1t is. not. the only ton- 
sideration tnat determines the policy. I think there 
has been awareness and decision that Canadian crude 
definitely should and must enter the Toronto market, 
He feat das - Can gudre, voluntary decision, If you 
want a voluntary approach to the facts to this prob- 
lem I would say there has also been a decision that 
tne Toronto refining capacity would be greatly 
expanded 2 due course, and. i think there has been 
recently @ decision that Toronto refining capacity 
Wit noG Pewreo by Lorelen crude, I think that-has 
been -- . that is, I can gather from the submissions 
the responsible and responsive decision in Canadian 
companies in the interests of the present -- 

Min, FATELELO: Lee me “pup this =co sou, 
Mr. Levy. If you were one of the chief executive 
officers of one of these companies whose parent’. 
is an internationaloil company, and you had re- 
fineries at Montreal, and you had refineries at 
Toronto, and you saw wnat could be done with the 
foreign crude prices, and you knew what the situa- 
Lion was in Canadian oil and its pro rationing, 
and you had made, for reasons other than pure profit 
as I assume you have just put it, a calculated 
decision to bring Canadian crude into the Toronto 


market in an attempt to saturate it with Canadian 
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crude and back out foreign crude into that market, 
which I understood from you this morning would come 
in easy as I won't say what, then are the Alberta 
producers asking too much of these refineries to not 
only adopt this policy in the Toronto market, but to 
move it to the Montreal market also? 

MR, LEVY: As I said, nobody asks for too 
much here. The question is whether the yielding to 
that would be too much. 

MR. PATTILLO: I would be very interested 
if you would develop your views on that. 

MR. LEVY: Let me say this, if we assume 
for a moment that the Alberta producer has decided, 
and the Canadian Government agrees with him that the 
prospects of establishing the most logical and com- 
mercially most advantageous flow of Canadian oil into 
export markets is not possible, If further, it 
is believed that the resources as most people agree 
is of such magnitude it could easily support much 
more than this expanded market operation in Ontario. 
it further, the o11 ean be laid downs in 
Montreal in a manner which would not do great 
economic harm to the Canadian economy, including 
the Canadian consumer, then I would feel that you 
might want to formulate a national policy along 
those tines. It still involves a host of prob- 


lems from the point of view of the 
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companies operating in Montreal. There are lots of 
other problems related to this subject matter, and 
they should all be expanded and brought out into 
the open but you ask at the moment for a kind of, 
what shall I say, a short-cut approach to this problem. 
MR Veen ee ees Well, I am going Go go 
into all the problems and everything. I know everybody, 
and in particular the Commission wants everything 
POUCH OUD 2 Giesopen, and anyuning, 1 do not ask 
VG abou Well myOl mo meee Pres tO Vvoluncecr, 
Have I correctly understood what you have said 
now, are you saying that first before you made a 
decision to go to Montreal immediately, in the interest 
of the Canadian consumer and the Canadian Government 
you said first find out definitely whether there 
can be a hemisphere policy for the North American 
Continent which would be more beneficial to the 
Alberta producer? 
MR, LEVY: i would definitely feel that 
you should find that out first. I would also add 
to that hat I would think that you cannot make 
that matter of exploratory expedition extending 
over the next few years. This is not this kind of 


a problem, but I think the issues are clear and 
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he facts are known, 

MR, PATTILLO: If you were the Canadian 
charged: with the responsibility of going to Washing- 
ton I gather what you would do is go down and say 
gentlemen, we will do so and so, in such and such 
a time unless you come up with a better scheme 
which we think is more in the interests of both of 
us? 

MR. LEVY: I would like to have the ques- 
tion raised that way. 

MR. PATTILLO: Perhaps we could have a 
break now, Mr. Chairman? 

THE CHAIRMAN: Yes, we will adjourn for 


ten minutes. 


---A short recess, 
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THE CHAIRMAN: Gentleinen, the Commission 
Will mow resume avs hearing, Mr. Pattilio? 

Mie fer PiLbO: “hank wou, Mn. Cheleman, 

Now, Mr. Levy, I am going to leave the 
subject that I was on for a few minutes, and go to 
this matter of pipeline transportation, and then 
after I have dealt with that I propose to move 
along to the Montreal market. 

Dealing with the pipeline transportation 
costs, we had some evidence from Mr. Morrison, the 
President of Trans Mountain,that their present 
Gariiti. WOLCn Was Cut at the first of this year by 
a nickel, was down to 40¢, and that if the line was 
operating at capacity -- which it is not at the moment, 
UnlorpuneateLry -= but If 1G was Cperating au capacity 
(iene Osbes! Transportvavlom Prom one 6nd of the Wine 
to the cther would be down to a figure of approxi - 
mately 2l1¢. Now, using that figure of 2l1¢, and assum- 
the Gia. the Line was at capacity, can you on Nr. 
Lipton give us any idea as to what, in your judgment, 
would be a reasonable mark-up that should be brought 
Pivot ye boi ve 2. Tair Revuurn? 

MR. LEVY: This question seems to be 50 
Gittecwi es thet 7 would like Mr. Lipton to answer 16: 

MR. LIPTON: Mr. Pattillo, I am not sure 
T understood the question. You are postulating an 
increase in Trans Mountain throughput to capacity? 


MR. PATTILLO: Which, as I understand, then 
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would be costing the company 21¢ to transport from 
one terminus to another. 

MR, LIPTON: It would cost them 21¢4? 

Wie PALL LLL! Yes. 

MR, LIPTON: And you are asking me how much 
would one add on to that in order to arrive at a 
Peasonables tariff? 

MA, PATTILDOs4 Yes. 

MR. LIPTON: For movement of the crude oil? 

MAA PALTPILLOw, Yess 

MR, LIPTON: I would not have the slighest 
notion. 

MR. PATTILLO: You would have to approach 
LGehromatie .obnier point of vylew entirely -=ithat fis, 
finding out all the factors that you enumerated this 
morning? 

ME weal oVONt. Wie belie: Piciites 

MR. PATTILLO: Mr. Levy, if you were 
advising the Canadian Government about problems 
nelavring Co.o11, would you advise them to in any 
way regulate the tariffs to be charged by pipeline 
Corporat Ons LransmiLtting oly cross: provincial 
boundaries? 

Mies DEVY? «ete me shins say what 
would be asked to do so I would require a consider- 
able amount of time and study to come up with an 
answer. Again, this is not avoiding an answer, but 


I will give you some oi the considerations that would 
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enter my mind. 

Mipeee Ae bu), (aves: 

MR, LEVY: I am sure that I could not give 
you a “yes or “no” or “maybe”. However, what I 
would consider, if this project were to be considered 
mw myontice , tire: Je thiss the Canadian ol >iandus- 
try is land-locked it needs pipelines to reach 
markets. Therefore, a pipeline has an importance in 
the wCaneciemserup 46010 Tlay have nowhere else in 
Giis mearnrtude and of such relevance. 

Frankly, I would be impressed by the con- 
sideration that once a pipeline is built, either 
Of # Certainecizerorss0ing Lromtaveertain field 
into a certain area, that determines a great number 
of things for a long time to come. It determines 
where the oil is sold: it has an impact on prices, 
and on the efficiency and size of the operation. 
This is, therefore, a very, very important decision. 
It is even more important, because once a pipeline 
VeabouUlTeeolnpea Ate a-ceprain directicn\it is very 
difficult to build a second pipeline going into 
the same direction. It is also in some instances 
FecytaL i riculaeto- buiidearthiza pipeline going into 
another direction, because once an oil movement 1s 
channelled along a certain line there may not be 
enough oil immediately available or for some time 


to come to go into another line. 80, you have there 


a range of problems which, in my simple mind, are 
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somewhat in excess of a normal commercial operating 
decision as far as the implications for the future 
of an industry are concerned. I would add to that 
that you may have situations in the pipeline indus- 
try where because of ownership and other relationships 
certain conflicts of interest develop. One group 
may own the pipeline; another one is: a producer, 
and the third one may be a refiner, That is one 
Si. 0uac1On. BUG youomay nave ab all mixed it up: 
you may have part of the refining 1novUS Cry 2n and 
Dart of 10 Outs. and the Same applies to the produc- 
ing industry, and however well behaved people are -- 
and I know they are very well behaved here -- there 
oe Stulilee. provlem ol realiving the equiuies in all. 
instances, and even if you can realize the equities 
in all instances, you know that you do but you cannot 
convince the other fellow that you do. So, you have 
problems of great magnitude. 

If you look at the pipelines as they dev- 
elon in. your 2ouniry).-- and | think’ again they are 
a great enterprise started at a time when not as 
much was known about Canadian oil as is known now, 
and they were supported particularly by some of 
the companies with a great degree of common sense 
and an approach to the common welfare of this coun- 
try, and as time develops these pipelines may have 


become relatively small as compared with the pros- 


= | pects of the industry as far as production is 
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concerned and the prospects of the industry as far 
as markets is concerned. 
That, I believe, is something which by the 


very history of its development was inevitable. 


7 & = Fisted tt 
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Mie A ET Lia : Now, when you say that 
are you including both Trans-Mountain anda Inter- 
provincial? 

MR. LEVY: No, perhaps Interprovincial 
more, considerably more than Trans-Mountain. But 
let me add this. From the very nature of the 
history of this great pipe line, the aggregation 
of small pieces Should become bigger and bigger. 
But the question arises, therefore, whether one 
must continue in terms of just supplementing in 
small pieces or whether you can plan big, and that 
is an important question. 

ME PAT TEE O : Andkso yoursay in 
reaching a decision as to what regulation you would 
have as to pipe line tariffs and things like that, 
all these Pactors must be taken into consideration? 
Vi LEVY: Very much iso, and i believe 
they exceed the normal general selfish motivation 
or anya particular company of any particular seg- 
ment of the industry, and tied to it is the welfare, 
mob of This particular company, of One particular 
segment, but the welfare of the whole industry. 
Again I say this is the beginning of a project as 


far as I am concerned, and in the process of 


1o0King Turther into 10 [I may very well modify 
fiveori ei nag Thinkiriet on it. 


MR. PATTILLO: Now, what are your views 


on the ownership of pipe lines? Do you think 
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that there should be any restriction on whether 
Dproducers or refiners snould Have, share control, 
share Ownership in 4a pipe. Line? 

NUN ul VX ¢ CT would say tnat, without 
Havine wiven 2G much study, Ll instinctively dislike 
restrictions per se. I dan't think that, asa 


factor,, they contribute much. 


MR PATITELO: What about government 
ownership of).4, pipe), tine? 

NMR gave Y.s tL would fear that the govern- 
ment ha enough problems without owning the pipe 
Lane, 1 don't mean that, Tacetiously. tf cont 
think you gain much from government ownership. ue 


would very much distinguish from government concern 


OG overnmeny Supervision. Maybe the government 
could help valone certain lines, but there is nothing 
in my experiences woiech would make me feel cha. 2 
government running @ pioe line would do it better 


than .a.pipe Jdine company. 


MR PATIL: When you are talking 


about a government helping along certain lines, I 
presume you mean perhaps accelerating depreciation 
or tax “teliel “eresomething ,dike that? 


MR x) LEVY: That is exactly what I had 


hn imind: 
MR. PATTILLO;: What about your views 


on director control? The evidence that is 


oo before us is that in the case of Trans-Mountain 
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all of the directors are officers of a refining 
company carrying on business in North America, 
and, excepting the particular officers of the 
company itself, in the case of Interprovincial 
there is a director who is in no way associated 
with the oil business at all; the remaining direc- 
DOYSrore 1 ther Oritcers Or directors ar refining 
companies or officers of the company itself. 

Now, have you any views as to whether 
that is a desirable thing, to have a director 
control in the hands of the refineries? 

MR vay: i would hate to give a 
blanket answer to this kind of question because 
I don't think it would be a fair answer. That 
has nothing to do with the basic problem, should a 
pipe line be acting completely without certain 
controls or guidance by the government. ‘That is 
a different problem. But whether you should 


limit anybody from becoming a director of the pipe 


line -- that would be contrary to my own feelings 
without having thought of it. IT don't think anyone 


should be limited from doing anything as such. 

| Mite ce AL LO Now, when we were dis- 
cussing the other day in the presentation of Home 
OL1 their concept of a new pipe line to Montreal, 


there was a discussion as to there being throughput 


agreements, and there was also some discussion when 


we were talking about the past history of Trans- 


ie S rae wad i b ¥ vit ar 


ae ay 
se 


. Sesareia ¢ ¢ secant ® yuigne a 


STESRdl YrreaqMSD - 


% 


ee 


S worry -h = if irs 20 6 i | - a 1 , 
. x Peete e q 


Me ‘hives 
TER ORUG Wk 


wh hice pm 


t ee ar 


WER a he foie 


eer Ka 


rik 
a 


he s 


ambe opie Aor 
See ; 


| 


| 


Me 
Bava 


itll 


( 
ae 


ANGUS, STONEHOUSE & CO. LTD. 5677 
TORONTO, ONTARIO 
Mountain and Interprovincial, about deficiency 
agreements. Do you wnhink it is, irom your 
experience, possible to build a pipe line to Mon- 
treal or to any other refining centre and to 
finance it without having throughput agreements 
or deficiency agreements? 

MR. LEVY: iL woud De “inclined, to say 
no. I believe there was some experience in the 
United States where one group tried to build a 
pipe line, a famous United States pipe line, with- 
out, in fact, a company proposal for sponsorship, 
and when the financing came up the question of 
throughput and deficiency agreements was just as 
essential as the steel you put into the pipe line. 

Me eer POs Now, we have the evidence 
of all the people who are carrying on refining 
buBiness in Montreal, and 1 think, tS sum up their 
evidence, none of them were going to trip over 
each other and rush into the table to sign a 
throughput agreement. If none of them would sign 
a throughput agreement, and they were not required 
to change their minds, would it be possible in 
vonr opinion to DuLIoe tne ine 21 you nad no 


throughput agreements or guarantees from the pro- 


ducer? 
Mite du Vos IT would hate to put my 
money into such a line. f-don!t think that you 


can have a pipe line which goes to a refinery which 
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Obviously has no intention of using that pipe line. 

MR PATRI GLO: Have you ever heard of 
a pipe iine being built anywhere in the world 
where, although there were no throughput agree- 
ments or deficiency agreements, the government 
of the country had guaranteed or financed the 
line in some manner although the line was practi- 
cally owned? 

MR anette i think there is some ex- 
perience in Canada --- 

Mie PROP EGO: You are thinking 
about the gas. We are in oil today. 

MR. LEVY: Not to my recollection. 
I don't think that -- I could add the Soviet 
Union...No, . don't know, It doesn't mean that 
LU Gocsnlt.exist. abut. L would be surprised if 2 
gees. 


Mn PATIL: Now, coming to the 


Montreal market, and first discussing how we would 
get there, is it your view that, assuming through- 


put agreements had been arranged, it would be 


more economic for an entirely new line to be 
constructed to Montreal rather than to extend 
the Interprovincial line? Is that your present 
thinking? 

MES o Jun * Meee cig On it rou woud 
would permit me to make some comments made, per- 


haps, partly out of ignorance but at least based 
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on a general appraisal of the situation. My 
feeling is that if and when this oil industry here 
should get into Montreal and therefore expand 

its markets in one step by a very large quantity, 
I think this is a very unique opportunity to 

Stop improvisingon transportation, and I believe 
that at this moment you should not add pieces and 
loops and add the small pumping facilities to it. 
I think you should take advantage of the techno- 
logical improvements that have been made in large 
diameter pipe lines. 

If you come back to what we were dis- 
cussing a little while ago, this industry of yours 
is landlocked,in pricing and in other things 
dependent on its transport system, and your com- 
petitors in the Middle East, if they are competi- 
tors, have the advantage of these modern efficient 
tankers. Your industry, for historical reasons, 
had to start planning small. Here ea Now ne 
wrong looking at that historically, but if you now 
have this unique chance of planning big, I think 
you would miss a great deal if you would not do so. 

Let me add something to that. Even at 
that moment I would review and survey, if you do 
have to build a new pipe line, whether it couldn't 
take over some of the transportation coming from 
Alberta to places east which over long periods of 


time might result in considerable savings in 
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transportation; it might, without penalty to the 
present owners, allow a quicker economic obsoles- 
cence, perhaps a physical obsolescence, and the 
gain of an efficient transportation pipe line system 
to the economy of the oil industry in Canada 1 
think cannot be exaggerated. Again, while I 

have no knowledge of detailed figures, I would be 
at least curious enough and concerned enough to try 
to figure out whatrmay, be. done, perhaps, to bring 
the transportation system of your country on the 
most effective and efficient basis, and, mind you, 
I don't know enough to say that it isn't right 

now. 

We have heard of pipe line, rates for 
shipments to Montreal; we heard a 52 figure, we 
heard a 62 figure, and we have presently a pipe 
line laid to Toronto 300 miles closer to the field 
of 72-cents, which means even if you use for a 
momentethat 6O-cent-di ferential; the big scale 
pipe line might be able to do the job 20 to 25 
cents cheaper with regard to Toronto as it is done 
right now. Agata maybeithis ignot the piace.ro 
mention Lisnbubpi the only suggestion I have,..and 
nothing ebséssisythay iaayou can, plan big for pipe 
lines, for heaven's sake plan big. The penalty 
WOU Will suffer for having a pipe line a little 
bit too large is ever so much smaller than the 


cost penalty which you suffer when you build that 
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pipe line too small and then have to expand by 
looping or pumping or what have you. When you 
are now tied to a transport system which, if 
there were free competition in pipe lines, lots 
of money going around, if a new pipe line to Toronto 
could be buLIT. tt could do the: job for 50 cents 
instead of 72 cents, there would be a lot of head- 
aches arid heartaches in some offices and a lot of 
obsolescence. [ty you can ado Lb without hurting 
DECDLe Who Snoulaanotr De murts Li you can plan chat 
Way, Whien - bDelleve is worthwhile Jookine anto, 17 
would be a benefit to the whole Canadian industry. 
Moo Pa GOs So that what I under- 
stand you are Saying is that if you are going to 
take this oil, Canadian oil, to Montreal you have 
certainly got to take a good look at the present 
transportation facilities and you would have to 
consider the matter carefully before you merely 


supplemented them. and you might have’ to build an 


entirely new line and thereby render obsolete 
what you now have. 

Mi vs If you add to the transpor- 
tation responsibility orf the new line transportation 
which is presently handled in perhaps less efficient 


ways, yes. 
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MR. PATTILLO: Well if I understand it, 
would you advocate, or do you consider it feasible 
to build a line to Montreal which would handle no 
oil except that destined from Calgary or from 
Alberta to Montreal? 

MR, LEVY: I think the pipeline studies 
that have been made by very responsible people, 
Dutton-Williams would support the possibility of 
that. I am not a pipeline expert. I would certainly 
Bive a great deal of weigh to their judement, 

MR. PATTILLO: From your experience, do 
you vhink that in the end the line is soing to 
Pesula im a@-cheaper transportation costto. the ul= 
timate consumer than if you had a line which had 
take-off points along the way and where substantial 
quantities were dropped? 

MR. LEVY: Do you mean a larger line? 

MR. PATTILLO: Yes. 

MR. LEVY: I would say a larger line, the 
prima facie case would be that the larger line would 
be considered the cheaper in terms of ultimate terms 
and "cost. 

Mn. PATTILEO: so that a Line that was 
Originally being conceived now to supply the markets 
presently supplied by Interprovincial and also Montreal 
would be a more economical line than just the line 
contemplated by Dutton-Williams for serving Montreal 
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MR, LEVY: As I said, perhaps I should 
be more careful the way I put it, I would take the 
best expert and have him look into that. I am not 
an expert. I can only say from the economies which 
we know of in larger lines, from the present rates 
that Interprovincial charges, and I am sure must 
charge in order to break even, from those lines 
it would appear -- if you can bring oil at 60¢, 
or 52¢, whatever figure you want to use, to Montreal, 
and the rate at present for Toronto is 72¢, the 
question becomes quite clear. Maybe the rate will 
eo down. Lam sure 17 wiil eo down, but srilict 
think you are entitled to raise a question and hav- 
ine raised it I think you have an obligation to 
Looe nto i, 

MB. PAPTTILLO: New let's Look at this 
Montreal market. From the study that you made, 


have you reached any conclusion and are you prepared 


to express any views as to whether the profits being 


made by the Montreal refiners today using foreign 


| 


crude are greater or less than they could expect to 
make if they substituted Canadian crude? Now, Il 
am just talking about the refiner himself, I am 


not directing myself to, for instance, the Standard 


organization. 


Mae Levy: You are also not. considering 
the investment that would be obsolete? 


Ma. FATTILGe: No; we: will bring thav in, 
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MR, LEVY: I would in all honesty say you 
must. be able to get the answers from, thesrefiners 
themselves, and I cannot believe that my guess could 
be really responsible. or of any value’ to, you; 

MRie PATRLLOs" Trank vous, )Dotwour agree 
with the evidence that has been given to us that if 
you took Canadian crude into Montreal you would 
render obsolete the appointment to the Montreal pipe- 
line, and you would render obsolete or perhaps render 
obsolete the products line running from Montreal to 
Toronto ? 

Mis LEVY? wWilLjwould assume if you. pring 


Canadian crude into Montreal that whatever imports 


Wally ben lerty. Liam sure there will besimporta, have 
to be imports, maybe too small to make economical 
use of the port pipeline, but again I would bow to 


the judgment of the people who own the pipeline and 


Kiowa ae: factid tice.» lbiweuld) edd.ahowever, idpvou 
consider) from) a company point.of view the factors 

such as the one mentioned, namely the obsolescence 
ofa the; auxiliary facilities,» en the negative side, 


Ith nike VoulLimeaaldy Taieness) te: addeon)therposi tive 


side of the ledger the accruing to all the individual 
companteseol Naving a:muckh Varecerasharesor the 


Canadian erude mil uri zededn profitablerrefining. 


OredGeleast) in/profitable operation, I think obviously 


the sales of crude oil which our refineries partici- 


pate in will increase and therefore as a profitable 
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item go up. 

MR. PATTILLO: What you are saying, if 
I understand is so long as you bring foreign crude 
into Montreal, Montreal refiners profits are limited 
to refining, transporting, and marketing. If you 
Drive sCanadian crude in, therefore to the exten, 
that they own vacy Perilen of huhab ecrude. viele iepro— 
fits are increased by providing production? 

Mie eUEVA eetliiat Ss spienG, and yibat counver 


Balances thetveryrfact that wa eahasaresulted sini che 


obsolescence of equipment that was used for importing 


erude and therefore, these two items somehow have 


4 


to be looked at at the same tiie. 


MRO PATTILLO=: What about what IT would 


eall the international setup of the situation of 
each of these refineries? We have Standard; we have 


Shell; we have Gulf; and we have Texas, all interested 


Timi presenerrelinerics throvush theie subsidiarics in 
Montreal... (Now the evidence is that im the case vof 
Imperial, all of its requirements are coming from 


Venezuela. In the case of Shell the greater bulk 


Pep nelinette reese Of McColl part 2s coming from there, 


Substantial amount coming from the Middle East, and 


in the case of Gulf, they have some coming from 
Venezuela and also some coming from the Middle East. 
Now, if you substitute Canadian crude for foreign 
crude, wouldn't the international parent company 


lose in the outlet? 
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MR, LEVY: The international parent would 
certainly lose a valuable crude outlet. 

MR. PATTILLO: What they would lose would 
not be offset by the sale -- the increased sale -- of 
Canadian crude? 

MR, LEVY: it is not likely because their 
affiliates here would only own part of the crude 
they would have to use. 

MR,PATTILLO: So we get back to that bugaboo 
prorationing again. Now do you know, Mr. Levy, whether 
any of these international companies through subsi- 
diaries which are engaged in Montreal would have 
any commitments with foreign imports which would 
require to continue to supply crude’ oll to Montreal. 
and only abandon 10 if they were required toe do so 
by government? 

MR, LEVY: I have only seen what you 


have DPoueht Outi the record, and 1 have no fur- 


ther knowledge on that matter. I think you got it 


out in the most important instances during the course 
of the hearings. 
MR, PATTILLO:;Well that is contractual com- 


mitments, I think, particularly between B-A and GUL, 


and you don't know of any commitments that would 


exist to a government? 
MR, LEVY: To a government? 
Pr, tha Ose oe eS. 


MR. LEVY: Of your Canadian Government? 
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MR. PATTILLO: No. ft am thinking ~-- 
MR, LEVY: Foreign government? 


MR, PATTILLO: Of the foreign govern- 


ment. 

MR. LEVY: I would say I have not heard of 
any. I would consider it most unlikely that there is 
a substantial commitment of that kind. 

MR. PATTILLO: Now would you care to express 
your views, let me put it like this, do you think 
that it would be very realistic to consider taking 
Canadian crude into Montreal unless you had restric- 
Gions on the importation of foreign “crude? 

MR. LEVY: I think the problem would pro- 
babliyital. anco wWo Parts; (he fireu One ao the 
Maritimes, the second part is the Montreal refinery 
complex. 

Now, of course, let us look at the Montreal 
refinery complex for a moment. If the companies 
would, in due course, I don't talk about any reasoning 
behind it, give throughput commitments along certain 
lines to a new pipeline, or whoever it is who brings 
the o11 to Montreal, I think you can be in a position 
as far as those companies are concerned, to leave 
their remaining crude oil needs undisturbed as far 
as imports are concerned, and let them have imports 
from any source where they want crude. I think the 
companies would rightly expect, if new refineries 


are built in that area, they would have to take 
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Canadian crude to a certain extent. It is a big 
facility which brings in crude oil into that area; 
and that perhaps would handle the problem in a little 
bit less cumbersome way than we are presently 
Manolo 1 ity our councury. 

That means if throughput commitment is given, 
on a percentage of capacity basis, on an escalator 
clause or whatever way you plan to do it, you can 
just forget the remaining import needs of those 
companies and let them nandle it whatever way they 
want to. As far as the Maritimes are concerned 
they may be in a position that you have to limit 
thie Tocely Impern of mrudel in order to avoid shLpment 
Of refined products Into other areas where the 
cost picture, or the relationship picture is not 


a= clear-cut as in the Maritimes, 
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Max, PATTILLO: What puzzles me is, sup- 
posing the four people what are now operating 
refineries in tlontreal did agree to sign through- 
put agreements, I could see then that you would 
not have to impose quotas as far as they are con- 
cerned because they voluntarily impose them on them- 
selves. We understand that British Petroleum is 
considering locating a refinery in Montreal. How 
are you poling Go gev them to voluntarily so into 
the deal? 

MA. LEVY: “Well, for tnstance, I do not 
know if they need a licence to build a rerinery or 
whether there is any government approval needed but 
you would have government approval of a refinery 
operation contingent on a certain take of Canadian 
crude. 

Hine PAP DGLOs i see, sou inpose that by 
Lesvelagron? 

Mi. LEVY: Ji thinkin all equity you 
cannot have Montreal half free and half controlled. 

MR. PATTILLO: Well, would you agreé that 
the refiners that were voluntarily on Canadian crude 
would not be able to compete with refiners that 
came in and operated solely on foreign crude? 

MR. LEVY: That is not exactly what I mean. 
It depends -- you see, it depends on the relationship 
of each individual company with regards to this 


foreign crude supply. There are possibilities which 
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we know of having foreign crude available for them 
and they would not accept Canadian crude, and you have 
to bring that apout in all fairness to tnose who use 
Canadian crude. 

MR, PATTILLO: Now, supposing you got the 
refiners to sign up this throughput agreement, agree 
to take 75% of their requirements with a minimum of 
so many barrels per day and they did that, those 
same people would be the producers out in Alberta, 
or an important segment of them, and they say,"Well, 
we Have Sob every refiner now lined up in wnis thing 
and you cannot possibly come in here unless you get 
in the same bed we are in so let us put up the pice", 
Now. Gia coudd, tanpen,, covpld it) noc? 

MR. LEVY: It could happen but I believe 
you have a monopoly Commission. 

MR, PATTILLO: Nes, Ihave Neard, something 
avouUL Ghat put 22 asa very cLriicaulyl to Lind out 
whether there has been any violation of the Combines 
Act 1f one person advances the price and every other 
Cer sone loLlowes ie sleaden; 

bn, uEVY: “LT Gnderstand that Tor existing 
pipeline throughput agreements have already been 
given and that would give the same opportunity. 

MR, PATTILLO: Not as long as the Sarnia 
price was based on Illinois crude laid down at S-rnia. 

May LEVY? Yes, Dus 1G 16 not at all certain 
whether their pricing would change even then. 


MAR. PATTILLO: Well, the whole situation 
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today is that although there are one or two companies 
on the throughput agreement on the tInterprovincial, 
there are a good many that are not and if vne price 


was not based on Sarnia you would have foreign crude 


coming in pretty quickly but -- I tnink you would 
have no restriction of quota or embargo, you would 
agree wit: that, would you not? But that would not 
be the same if you had every refinery in Montreal 
presently there required to take a certain amount of 
his requirements and if you said to the other fellow 
that wanted to come in, "Come in and spend your 
money but sign here first because you are in the same 
ped with us", then would they not be in a position so 
far, at least, as far as the Montreal peop.e are con- 
1 


cerned, they would not need to worry about the 


price of [ilinors: crude. 


now lots of refiners in Canada whicn only have access 
SO Canadian, vruce anc ‘vue 
sition could make up for lots of sales by asking 
for higher prices. It would take a long time before 
inland transportation could reach into some places, 
i4. PATTILLO: Such as Regina and Edmonton 
and aii-snose places? 

Mi. SUV Vs Ss 

MR. PATTILLO;: You do nov have tiat happen 
if you have one pricing system and one Wier Orm: Cece. 


They once considered having a one-price system in 
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Venezuela, did they not? 

Me eye OT Gee alg 

Vie ERP Page. Lea 

MR, LEVY: Not to my knowledge. What 
happened, as I said earlier, one came up to the 
normal price of others but I am not aware of an 
official two-price system. 

MA, PATTILLOS de nou Thinket>? ever 
cane before us but I understood it was in fact 
considered at one time back in the late 1940's. 

MR, LEVY: At the moment I am not aware 
of it. There is something like that on products, 
parvLlculariy fucl oil, a lot of fuel oil moves. bo 
the United States, to the East Coast. As far as 
United States is concerned, it absorbs a 5-1/2¢ 
Gib Die “Ole tne re ews DaSed Ons OD. pe Le ie 
ae fare ae Crue on ies CONCeErned Ue hc. 0. price 
to-all destinavions:. 

MR. PATTILGNO. 1 addition to this method 
which you suggested of throughputs, have you any 
views which you would care to express as to the 
admissibility and effectiveness of imposing a 
Pavlii wom 1oreigr Crude o1l? 

MR, LEVY: May I perhaps just say as far 
as suggesting a throughput agreement, I think you 
started your question with "suppose that" and there- 
fore I would just leave it at that. As far as the 
tariff is concerned I am not certain that any rea- 


sonable tariff would, in fact, exclude foreign oil 
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that. wants. to come in. Secondly, a tariff which 
would have to oe applied against all exporting 
countries would probably sooner shut out Venezuelan 
oil which from the security point of view, as long 
ag, you, import, J am sure. you, would prefer oringing 
Middle East oil in -- I would not expect that you 
would solve your financial problems without a 
throughput agreement. 

Uh, ALLL LO Wouldiyoumcoosiderm that. a4 
the country put on a tariff of 10 1/2¢ and 5 1/4¢ 
as has the United Stated you could do.= - - 

ME, LEVY, I would give that problem 
serious consideration and I will give you the 
reasons for that: (basically 1 believe chal 2am 
personally for free trade wherever, it possibly can 
be had. However, to some extent when and if you 


5 


move into the United States and you will have to 


move into tne United States, looking down the line 
there are tnings developing, you have to overcome 

a tariff barrier, 10 1/f2e¢d and 5 1/4¢ and to that 
extent therefore itvatfecue your price on. che Alberta 
and other oil fields. The second thing that.1I would 
consicer is, when you consider .equalization with 
Venezuelan oil and in any effective way you equalize 
this oil which already has a freight absorption 


element in its delivery of “10 1/e¢ or 5 1/4¢ and 


to that extent if you want to put it that way you 


azz are affected by the United States tariff. I believe 
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our United States industry have a great deal in 

common as far as production is concerned and some- 

how anything we do has an impact here in Canada and 
vice versa. Therefore, the tariff problem on crude oil 
oil is one which I would consider carefully because the 
there are many pros and many cons in that picture. 

The whole picture should be looked at carefully 

aid mot ibe mieriored: 

MR. PATTILLO: Would you think that Canadian 
representatives to Washington might be received with 
any more favour if you were able to go down and say, 
"we have put on a tariff equal to yours"? 

MRVOLEVY: Ti ledowmot thinkueemwenld make 
too much difference from that view. From the security 
argument the basic Canadian-United States facane of 
the problems is a big consideration. 

MR. PATTILLO: But you do think if you put 
imlonmeat> bute the Canadian preduceriinna betvernre- 
lative position vis-a-vis the United States and 
Venezuela. 

MR. LEVY: It would have an effect there 
but let me be clear on that, there are many other 
factors which are not as big when considered in that 
iene snd free trade ia-wvery dear vo your country and 


heaven help me if I discouraged it. 


MR. PATTILLO: What about the idea of these 
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quotas botn voluntary and involuntary, do you think thaf 
the imposition of all throughput agreements or the 
agreement to throughput agreements is ineffective 
voluntary quota system? 

MR. LEVY: It is a more effective quota sys- 
bem than we have in our country. 

MR, PATTILLO: However, supposing these 


refiners, as they would ite entitled to do, suggest 


(je) 
(D 
Q 
G 
} 
(Sal 


that they did not like it and would not sign and 
the government had it in the national interest to 
move Canadian crude tc Montreal, under these cir- 
cumstances what would you think of the imposing of 
manaacory quotas. first partial quotas and then 
entire quotas or embargoes? 

Min GEV 7 can (Onl say Aanyours could 
possibly avoid it by following the other route we 
feel that from a trade policy point of view, from 
an administrative point of view and from a point 
of view of keeping flexibility you would be ever so 
much better. I think you have an opportunity to avoid 
Lc and 1G 1S your Ceci si0om and nobody eise's. if you 
want a Montreal line I think you could probably 
avoid the trade quota problem by tying it to refiners, 
actual existing refiners and Jicensing for the others. 

MR. PATTILLO: But what you are really 
suggesting this requires that so long as the refiners 
are not prepared to voluntarily agree, somebody doing 


something to make them volunteer in the same way as 
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the companies are volunteering and accepting quotas 
down in the United States -- ? 

MR. LEVY: The companies have accepted, there 
are few exceptions, it is in the national interest of 
security by agreeing to the voluntary import scheme. 
It may well come out of these hearings of this 
Commission whatever else follows that the Montreal 
market 18 in the national interest, or a conviction 
tial 12> ts Not, 8nd 1 2S esvablisned. and becomes 
& national policy in Cenada. I would be surprised 
if Canadian companies would behave differently from 
American companies. 

MR, PATTILLO: Well now, you have mentioned 
to us about the problem of the Maritime situation and 
how you would deal with that would require government 
eeontrol, would Dt nov? 

WR, LEVY: -1t would require certain govern- 
ment control. lam not crying to rool anybody, ait 
these things imply gsovernmeny control. There the 
question can be raised about the administrative 
burdens that are caused by administrative problems 
in the United States and they are great coming within 
tie. woluntvary import policies. 

Me. PATTILULO! °L am just cooing to ask trom 
your experience during the last war and then your sub- 
sequent experience following the war with the govern- 
ment, the minute you in any way interfere with 
the free play of the company's operations you have 


difficulty in knowing where to stop, do you not? 


peyaiy erttjzanss bese eheontaetee m2 


“SAT (HoT qQuoon evAL ae panei ‘eat war Ft 


thoy, nore bet: Ya Joes ag aida soho ans meee 


VRBO CO pucks Rage * yalvanes, a 


a0 Ais 
P ley - ak 


h 3 wa a 
cos) 2 pds 


‘ Tenet lee iit aa ll 


hd 


iia e ame 


bitanlin 


e'at [aqckoed. ane ar at 42 lessees bert 
ool yustaelse eft oF eerie wd oi baueee 
picky to BEV @en, SaSAT 2O ep) was Bert usm IT 


wri? chit ewetiond eefe we¥od end notes tamey 


, ; 1) acento? Feonotten era al 2k Paslerng,. 


a) Ul bos fon sh Ff Gere 
rote oo Shioe I wait) 4a Cot LOF Lanolier 


biinw es tdagnoo mesa TP 


.asinednos caohtsma 
ifow " sO. LOA 704 
ae w2idera ett vwods gin oF 
ans ASiw Leeb bloow voy wor 
‘ton’ Of Bivow , Lert 
74 
(i YVAd |, 3M 
rf La. arte I . LOs rr é Jrise 


"4 peatiss efts tang enieptyd 


" 


JEON S9F Ver bos setede Hatin’ vereoeiies 


‘d 


| este! Log dvotme Seesdnetoy" sags) 


as oF aloe See met SOLILPTAT AM 


tur reget. enh pee dio bted., sonobisgse 4 
ms La a 


ie 


Lh a ee ees ey ue orks rid: 


a) 


sa 


_ 


‘e, 
ek 


ANGUS, STONEHOUSE & CO. LTD. ( 
TORONTO, ONTARIO 5697 


MR. PATTILLO: If you thought that 
it was in the national. interest to take Canadian 
crude to Montreal and the government felt that 
and they then called in the refiners and said, 
"Boys, we would like you to voluntarily come 
back on Monday and sign this throughput agreement, ' 
and everybody voluntarily came back on Monday, 
wouldn't you then be faced, as the government, 
with thinking how are we going to make certain 
this doesn't react to the detriment of the con- 
sumer, wouldn't the government have to look at the 
problem of pro rationing and whether that should 
continue to be permitted if it does have an effect 
in. Keeping the prices) Up? 

MR LEVY: frmwould truly e@greciwich 
you that it isa government responsibility to 
look at all. problems centring ‘around a specific 
government action and its implications. Whether 
it would directly involve pro rationing in this 
perticuiwar icase, WT amimotvsure’. 


PATEL EO? Would you agree with me 


ae) 
. 


if they decide to take this over there is one thins 
that they would probably have to do, and that is be 
sure that they regulated the tariffs of pipe line 
companies and were very careful as to the rates 
being charged? 

MRS GEVY: We discussed before, Il 


believe, that it is essential to have a very close 
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look at the pipe line problem because that involves 
a control over rates and tariffs in any system. 
tam wally not prepared to say definitely. 1 
know that if I were in the Government of Canada 
I would inform myself much more than I personally' 
would now. 

MRe PATTICLO: Would you think that 
the Government might even have to give considera- 
tion to controlling the rate development that would 
be permitted? 

MR. LEVY: L woule hops Nov, Nov more 
than it has done already, in conservation and 
other things. 

MR. PATTILLO: Well, conti youraerec 
With Meaetbiat Af) you starved. a project ‘suc ‘es 
going to the Montreal market in the next three 
years and started going immediately with the inten- 
tion of being there in the next three years, the 
result might be that you would have such a spurt of 
development out here that by the time you got the 
pipe line built the pro rabion percentage Co market 
wouldn't be any greater than it is now? 

MR. LEVY: I hope it would be that way. 
1 think the first orobilem would be much more com- 
LOrtaDLe. What I really mean to say is that lL 
believe that if there is a great spurt in activi- 
ties, as we said before, ultimately this country 


of yours, to develop its resources in oil, will 
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need a large part of the United States market. It 
may come sooner, it may come later, but as a result 
of increasing your Canadian market you would, in 
fact, need the United States market sooner. 

Me. PAT TELLO: rT am not sure that I 
am following that. 

MR. LEVY: Right now the situation is 
that the Montreal market may become available to 
the Canadian producer, and if that becomes the 
Gase 1 -don' > think that thav would, as such, make 
it necessary for Canada at the same time to have 
an increasing share of the U.S. market. PP opndnk 
that that may be somewhat postponed. 

Tit ears What Lam thinking: of is 
at the present time the cry is that there is a very 
small percentage of MPR which is being produced. 
Now, they are looking for ways and means of increas- 
ing that percentage, and I was wondering if the 
decision was made tomorrow by the Canadian Govern- 
ment to bulid a pipe Line 7o Montreal Tor the pur- 
pose of putting Canadian crude in there and the 
refineries there had decided that they would take 
a certain percentage of the minimum throughput, 
probably what would happen is that there would be 
such a fillip to develop that that by the time a 
line was built, which is estimated at three years, 
we would be back in the same position that we are 


right now. Has that happened in other places, 
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in your experience? 

MR, LEVY: That would happen whether 
you moved increasing quantities into exports or 
to Montreal. If you come home from Washington 
one of these days and say the United States market 
is wide open and there are import restrictions 
that would keep other oils out, what fillip would that 
cause’ Or what you may need is tie Montreal market. 

MAS, PATTILLOs. » SO, yOu don't think 
there would be any necessity for controlling the 
rate of development? 

MR, LEVY: As I stated, I hope not. 

MR. PATTILLO: What would you think as 
to the possibility arising, the necessity of 
regulating the price at the wellhead? 

MR, LEVY: No more and no less than 
rignt now. 

MR, PATTILLO: Even though today you 
have the constant threat of import of crude keeping 
that price down? 

MR, LEVY: Now, maybe I should go a 
iatiae bi tinvo. that. Mie price of Toreign crude 
has an impact on the price of Western Hemisphere, 
United States and Canadian cruac. Mat impact, 1 
am sure, Will remain. Tt has been somewhat 
mogified by the import policy of the United States 
which keeps the foreign supply avallability Lor 
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Otherwise might be. It definitely has an impact 


on United States vrices, it affects Canada and 
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to Montreal I don't think that would result in any 
Glifplerencesag.<rar as this policy as concerned. Your 
price moves with the Undced States, price wand the 
United States. price has some relationship, if 
you want to put it that way, to the foreign 
avallabilities in the United States. (ean galal 
you would have the same advantages or disadvantage 
of a United States price relationship as you have 
now. 

MA. PERE TO: Do you think, looking 
at the present situation, when it is supposed to 
be in the third year period, that the United States 
Dobie y Complete trechanced and because, trad ne 
longer production to meet its demand it permitted 
foreign crude to come in in great abundance and 
that resulted in the price substantially dropping 
in the United States? Now, as I follow you that 
would resuit in the price substantially dropping and 
that would result in the price dropping at Montreal 


eet a much lower 


OO 


and the producer in Alberta would 


Drece. 
MR. LEVY: Lf would hate to be categorical 
Aapdout, 10. Li that cey should -come; and at.is8 a big 


“if” -- if the United States crude prices should 


come down with a bang what happens to Canadian 
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prices I would say would be basically dependent 
on the supply and demand relationship. hie Wea 
that time you export a large amount of oil to the 
United States market you would have to follow it 
to remain competitive. if av that time you 
were just supplying Canada, then the decision in 
front of you would be, do you want to expose your 
industry to that or do you want to introduce at 
that. Line a tariitr? 

MR PATTILLO: Or do you want to put 
im controls? 

MR. LEVY: Yes. 

MR. PATTILLO: What I am talking 
about LS without ‘controls. 

i avs BRaCuULY, Isolate your 
economy, if you can, from the United States economy, 
Dic £ don"t think you can theoretically diseuss 


what you may or may not do at this time. 
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hae Wag ik Leg Well now, do you know of 
any country in the world that is an oil-producing 
country - - 

MR. LEVY: Quite 4. number. 

Ma CPAP PIE LOs You aver ve ove tiatis ) ot 
gathered that all day, Mr.Levy. Do you know of any 
country in the world that is an oil producing country 
and that at the same time, other than Canada, av 
bye game Gime 16 an importer of crude, except to the 
exten thay 10s: own production Ls insuliicieny? 


MR, LEVY: 2 would say, Mr. FPatvciiloe, thav 


at this moment I do not know of any. I cannot think 
Oimsucn a country. Lf Laney correc: the wecord, Nz. 
Lipton points out the United States, but you made 

the qualification -- we have sufficient oil at the 

moment: put Sti) 1 ‘do net think it is °whav you had 

i Ma. 

MR PATTIEEO: (Now “The, Unived® staves has 
Surticieny o2l 6c The moment ve mest all 10s Pequire- 
Mente 17 GG wWanped to de So", anc could shut out 
imports entirely? 


MAL (LEV Ys, “Yes Lu mas import. control as 


ste ih 


you notice at this moment. 

MR, PATTILLO: Do you know of any country 
other than Canada which has sufficient crude to meet 
all its own requirements where foreign crude is being 
permitted to come into the country without any 


restriction whatsoever? 
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My LEVYs “Lide nov recollect, £ cannst 
recall any country. 

MR. PATTILLO: Do you think, supposing 
that you had all this voluntary or involuntary through- 
put agreement in Canadian crude into Montreal, do 
you think the permitted continued importation of 
products would in’ any way have-any errect?  Firso, 
do you think that the refiner in Montreal who has 
volunteered to take Canadian crude would be entitled 
to say I want a quota put on products too? I am not 
porns LO navercne Importer: —= 

MR. LEVY: Let me perhaps answer it this 
way. At the moment I would argue that the products 
you bring in are basically brought in at the U. 5S. 
price l@vel, becatise it is f.0.0. price: plus  trans= 
portation. The crude oil you would get in Montreal 
ig certainly not more expensive than U.S. crude oil 
tor the United States refiner, therefore prima’ Tracie 
at least you should be competitive with imported 
products particularly keeping in mind that there 
ova produce: tari i provectune domestic’ refineries -- 

MR, PATTILLO: Do you use the word "cartel"? 

MR, LEVY: -- domestic refining industry 
by About Ie to 1O¢, so basically 1, would Teel ther 
to the extent that the crude oil available to them 
Heimer more costiy than U.S. erude oi] delivered they 


should be able to be competitive. it experience 


Pin L tong foo B-L i 


ines mn tp ean - 


U 
- 
A 


® 


BOs Foss 
rukchd bah ie 


@ - 
oe, Ps : 
eas, aoe he. 


ae i 2 erga if: 
a 


ANGUS, STONEHOUSE & CO. LTD. St 
TORONTO, ONTARIO 


would show, or they had a good and solid reason to 
do what you suggested, you may have to do it. You 
may have to raise the product tariff, which is a simp- 
ler way. 

MAS PATTIRLO: Am t correct then in summing 
up, wnat you are really saying about the Montreal mar- 
ket is this: if the Canadian Government decided that 
it was in the national interest to increase the pro- 
ductivity of the wells in Alberta, and make Canada 
self-sufficient in both its production and consump- 
CLon Of O14, then before making a final decision, in 
the matter a great deal of study should be given by 
well-informed persons to the problem of transporta- 
tion; to the problem of quota, voluntary or involun- 
tary; to the question of tariff on products or neces- 
sary quotas, and to the measure of control which mich. 
be furtner required on prices for the protection of the 
ultimate consumer, Would you consider all those things would 
have to be thorcughly «© studied by well-informed people? 

MAL LEVY: LTowould certainly feel that these pep 
lems must ke thoroughly studied, and must be studied 
I would say expeditiously because the problem is 
with you now and I think you would like to know where 
you stand as soon as possible, and I think, therefore, 
this cannot be a matter for years and years of con- 
sideration, 

MR. PATTILLO: Woudd you be content if I 


gave you overnight Mr. Levy? I see it is four-thirty. 
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Mik, LEVY: Thani: you very much, 
THis CHAIRMAN: There is just one question 
it would Jake to asks Mr. Levy, if you don't mind for 
a moment, while it is in my thovght relative to this 
price of the manufactured products, and the question 
that you raised of the possible necessity of increas- 
tne Canadian tariff against tne importation of 
such: products: 

Now, if you assumed tnat you were laying down 
Canacian crude in Montreal, refining an Montreal under 
througiput agreement and the laid-down cost of that 
crude in Monvureal did not result in =-- weld, iet's have 
a merein, Leo Svea Se dim nuLion in the refining profit 
Of Ene reriners: would; mor the manuiaceured product 
still remain -~ the Canadian manufactured product 
Still remain competitive witn the imported one without 


Cie Cregsce an ony iors le) Vt MOt, Li vou mus. Lec 


Me TOO ai Vou. dons mindy si not. would not taen be 


D 


the time that the refiner or the industry having been 
Hurt and Unavle ©o mroduce 16s product Gn competition 
MC er way Cae ctine wort re wl che imported produce, 
would tnen ask the government to interfere? 

MA. LEVY: That reflects what I triedto say 
sir, Jl azree with you. AD that time, not now, 

THE. CHALTRMAN: Thank you. Well, 10 2s very 


2000 of you to subject yourself to questioning all 


day, and willing to remain tomorrow. Thank you, Mr. Levy. 
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Gentlemen, we will adjourn until ten 


o'clock tomorrow morning in tnis room. 


~--Whereupon the hearing adjourned at 4,30 p.m, 
5 a un ~ r Marxtr cy 2 
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Tuesday, 
May 13, 1958. 


-~-On resuming at 10.00 a.m. 


---Mr., Commissioner Levesque was not present. 
---Mr, Commissioner Ladner was not present. 


THE CHATRMAN: Gentlemen, the Commission 
will now resume its hearing. Mr, Pattillo? 

MR. PATTIGLG: Thank you, Me, Chairman. 
Mr. levy, yesterday afternoon when we were talking 
about Montreal markets,you at one time said that 
there were many factors that had to be considered, 
and I regret that I neglected to get you to list 
the various factors that you thought had to be 
considered, and I wish you would do so now, 

MR, LEVY: Thank you very much, Mr, 
Favuriilo, If you will permit me, Ll would, ike to 
review these factors within the framework of 
summary consideration of the problems of outlets 
for Canadian crude, 

MR. PATTILLO: That will be fine. 

MR, LEVY: I would say the first thing 
is you have at present a severe problem with regard to 
market outlets for Canadian crude, It has been 
aggravated by the recession, but it has not been 
caused. by 10, and if will not end “by it when the 
recession comes to an end. I think this is very 
important as a background. 

The second point, the problem perhaps 


could and snould be approached on an intermediate 
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level and on a future level, say the position in 
1960 and 1961, and I would say what could be done 
immediately should, if possible, be done in such 
a manner that it will not handicap the industry 
in tne future. 

Poin’ No. SG: iL wowld’ say relief that 
would be based on any new facilities would take 
at least one to two and a half years to become 
effective. Therefore, Point No. 4, the immediate 
Police, 10 lL eaddressimyseit vo tay tires, would 
heave to be passed on existing facilities: 

Mn connecuion with this possibility, 
which is a stop-gap, pernaps, DOSSLDLAoy, cone 
might perhaps consider extending what has been 
done in fact by one of your corporations: namely, 
to switch imports into Montreal, to switch imports 
into Montreal in such a manner that Canadian crude 
can flow in larger quantities to our West Coast. 
It has been done in one instance on a limited 
Scale, I think you might wish to consider whether 
the companies which operate in Montreal without 
loss to themselves could, as it has been done in 
one instance, obtain foreign crude that would have 
otherwise gone to the United States West Coast; 
provided, that the United States West Coast importer 
Ships more Canadian crude to the West Coast. 

That may involve problems of quality. 


| 
It may involve in certain instances three-cornered 
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deals. It may involve complications, but in general 
at least for some of the possible transactions it 
should not pose insurmountable difficulties. 

Now, there have been suggestions made also 
about an interim kind of intermediate plan. It strikes 
“shai: mostiof the things, that. have been included 
in the intermediate plan would have accrued as 
market outlets to the Canadian oil industry anyhow, 
and corsequently, of course.ibhe invermediate, plan 
te 2. plan which would have to mature over time, and 
IT would further say that the intermediate plan must 
mob and should not acain. Jeopandize the, Longer term 
prospects of Canadian oil. 

Pointy Nowcotd The pesitiem-im thie Unived 
States market in terms of large-scale future expan- 
BLOMNUPOSSibbLities 18, as we discussed 16 yesterday, 
something which one cannot ignore as a profitable and 


4- 


possible Oublet for, Canadian crude, it depends on 

Pe eaateed policies sin i Country was swell, 2s your 
country, Ll would say that without alternatives. avail- 
able I do not see any reason really why a discussion 
of that project on a, government to government basis, 
or in whatever form it would have to be done, should 
involve delays wiich would make you miss next con- 
struction season. I would say the July season of this 
years ie out anyhow. The next construction, season, I 


see no reason why that should be lost if the decision 


moves easily. 
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Point No. 7: The existing pipeline trans- 
port system of your country grew organically, and to 
some extent therefore, as we discussed it yesterday, 
it does not in all instances benefit from the economy 
of size. The next substantial market addition to 
Canadian crude, if at all possible, should be used 
CoO S@ive the Canadian industry a chance to beneflt 
from the economy of size. My associate, Mr. Lipton, 
will, after the end of this summary, make some added 
points with regard to this very important aspect of 
the future. 

Point No. 8:: An overall agreement with 
the United States on a common oil market, if that is 
the phrase to use, would also presuppose a common 
approach of Canada, the United States and other Western 
Hemisphere countries which would have to be included, 
such as Venezuela, would also involve a common approach 
to many other oil problems, It could therefore also 
mean that controls which the United States has already, 
or may have to impose in the name of security, would 
have to be appraached over here. You cannot have 
security south of the border, security arrangements, 
if they are not matched by security arrangements north 
of the border if you have a common approach to this 
problem. I would further say that sacrifices that 
the United States companies would have to make in 
the name of security would obviously have to be 


sacrifices that if necessary Canadian companies would 
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also be willing to make. 

Therefore, the capture of the United States 
market, or an expanded market for Canadian oil may 
just well involve certain policy aspects which at 
present would appear undesirable if they are applied 
say to the capture of the Montreal market. Now just 
CALA OcCher Polns On the question Of che price in 
Montreal. If big-scale pipelines become available, 
on the basis of the evidence that has been submitted 
here, Voiwould apoear tChaviCenacian crude oil prices 
could be laid-down competitively in Montreal with 
delivered Venezuelan crude oil prices. That would mean 
that in general at least Canadian crude could be 
landed there competitively provided you have cheap 
transportation, As far as future declines of foreign 
ovlsprice Ls concerned Luwwould say that 10 26.8 
(Usui nee DOcea biter. Lobes Ss Oar POA aS CLieG 
possibility if the Western Hemisphere should, through 
Import, policies, or wheat Nave you, isclave itself 
even more from Due impact, of Toreign oll. £ wouid 
further say that the Canadian oil industry could not 
possibly ever match competitively foreign oil prices 
if they should go down to any large extent. They 
could not match and compete with foreign o1k in 


Montreal in the same manner as they could not match and com- 


pete with foreign oi11 in Puget Sound,California,or what 


have you, 
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Therefore, if future foreign oil prices 
delivered on a posted or discount basis, whatever 
way you wish, if these prices were to really fall 
further I do not believe that the Canadian oil 
industry could suffer these price declines that 
would be implied. I believe the basic cost structure, 
the resource character in Canada is similar to the 
ited States price; in my judgment at least, 
would probably stay so and would probably be 
essential to the progress of Canadian oil develop- 
ments. Lwill leave this ain short, reasonably 


img) 


shor. Loris rt Limiens, L would sk te. Lapton 
to say a few words on the transportation aspect. 

THE CHAIRMAN: Certainly. 

ME. PATTILLO. Would vou procesd. Mr, Lipton, 
please? 

MR. LIPTON: = think the take-off point 
for whatever remarks I could add is Mr. Levy's sugges- 
bidn 66 tO the key role or transportaclion, fer tne 
Canadian oil economy. As was suggested by Mr. Levy 
wesverday, ond 1 think has recurred so often in the 
course of your proceedings; transportation on the one 
hand determines the cost of -- transport determines the 
perimeter of the market area for Canadian crude in terms 
of cost to refiners, and at one and the same time, it 


etermines the amount of wellhead prices your producer 
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can expect to receive on the net back from their 
competitive markets. This transportation, and the 
lowest possible cost at which transport can be 
provided, becomes rather essential as one looks 
into the future potential markets for Canadian crude. 
i think the picture that emerges is of an 
inereasing pehetration of Canadian crude along its 
present market perimeter, and one of those places is 
oftourse Eastern! Onvario, so thatvone can’ anticipate 
in the course of time that there will be a build-up 
in tne flow of Canadian crude into refineries in the 
Kast, in Ontario. At the same time, as one considers 
expanded markets. whether it is in the United States 
mid-west, or in Ontario, this will pose requirements 
of even greater flows of Canadian crude eastwards. 
Now, UtRenpguestion is > gust how transportation facilities 
might be developed so as to take maximum advantage of 
theefurtirevorCthis crude voil.. owe, ofvcotrsbprare 
not experts on pipelines, and to the extent that 


weiteel bold enough to make any comments: at all today it 


is because of the amount of evidence that has already 
been introduced. oI amvimpressed with the fact that 
over the course of your proceedings there have been 


suggestions made that Canadian crude could be put 


throughato Montreabiat aftartifieresedy orad tariff 
ofie0dgspordattarificot 70¢!) Imceach«casepcati a 
transportation cost which is: less than the trans- 


portation cost that is now involved in shipment to 
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Toronto. I do not think that there are probably 
essential differences in these tariff quotes or 
suggestions that have been presented to the Royal 
Commission. I think perhaps the difference among 
them restsmore on the conception of markets and the 
volume of crude oil that might be transported over 
the lines under these alternative tariffs. Now if 
as hae been suggested there is going to be this 
build-up of requirements tn Eastern Ontario, this 
means the pipeline capacity will have to be expanded 
somewhat. Now this expansion of pipeline capacity 
can be undertaken under the existing terms and cost 
conditions, perhaps nov too different from what they 
have been in the past, and the rate structure presum- 
ably which is not too different from what they have 
in the past. If, after this has been done, a year 
thereafter, or two years thereafter, or three years 
thereafter, Canadian crude nas to move to Montreal 
for lack of United States markets. or Canadian crude 
finds export markets in the United States mid-west, 
bAen Lhe prevision or transpors Tacilities by an 


4 


additional two or three hundred thousand barrels 

Der cay orovides exactly the same “kind of Logistic 
problems as it does today. The suggestion seems 

to me at least worthy of consideration that with 

the expanded movement that has already been projected 


eastward, as the penetration of the Ontario market 


is increased, and refinery capacity is pouillt up in 
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Toronto, that one can now instead of building on the 
past look increasingly towards future requirements 
and so co-ordinate the planning and thinking of our 
transport capacities, so that as one builds pipeline 
capacity that takes care of these potential require- 
ments and provides transport facilities at the lowest 


possible. cost. 
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Now, I think, without being able to go 
further, I just throw this in as a suggestion, 
that in view of the tremendous importance of the 
transportation costs to the competitive perimeter 
of Canadian crude on the one hand and the wellhead 
price that may be realized on the other hand, this 
whole subject of low cost transportation by maxi- 
mizing the efficiency of transport in the same way 
as overseas foreign producers have increased the 
efficiency of transport by large-scale tankers, 
that this becomes a crying issue for Canadian oil 
and t6 tied in irrevocably with its competitive 
NOs bien in These markers. 

MR. PATTILLO: Thank you, Mr. Lipton. 

Now, Mr. Levy, I would like to ask some 
questions arising out of this statement you have 
sue. read into the record; Pirsy, Leu us take 
the immediate problem and the immediate solution. 
As I understand it, you aré suggesting canvassing 
of exchange of crude oil similar to that now in 
effect between Imperial and Socony. 

MR. LEVY: It seems to me that this idea 
of Imperial obviously should be investigated, and 
it can be expanded. 


MR. PATTILLO: In addition to that, as 


an immediate solution, do you think that all of 
the producing companies in Alberta that have inter- 


national affiliates who have refineries in proximity 
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to the pipeline should be canvassed in an effort 

to have each and every one of these refiners take 

at least some part of their requirements in Canadian 
crude? 

MR, LEVY: + As far as This question is 
concerned, that would assume that the Canadian 
producing artiliate: would @ontinually checie with 
its parent Company as to what it can and will do: 

I think I said yesterday that the parent company 
in turn should look at the problem differently and 
has obviously to look at the problem differently. 
IMDErUG. Lissa Ther poor onm inn tha at /docsm!t 
ask the American company to do anything which would 
be disadvantageous! to. one Of its foreign affiliates, 
and I think the combination of these two ideas may 
perhaps be a workable proposition. 

MR, PATTEELOs Now, 2 wart: co) come to 
the intermediate problem. As I understand, you 
think that the proposal to increase the Ontario 
market by about somewhere between 0,000 and 100,000 
barrels per day falls within the range of an inter- 
mediate solution and it is one which you would anti- 
Ccipate would occur in any event. 

Mey bE VY se) et me) put, at this way, “thab 
i. believe, in the estimates that Mr. Lipton end I 
worked out, without considering this problem on 
an intermediate basis, we assumed some increase in 


Ontario would come about: we did not assume the 
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reversal of the Trans: Northern product pipeline, but we 
were looking at it based on the concept that if 

foreign oil wished to do so it could be in Toronto 

as well as in Montreal. 

CE ebay Tile (in looking at Chie, in ler= 
mediate problem, if the natural laws of economics 
were allowed their full play, is it your experience 
in the oil business that the way to extend the peri- 
meter of your market is to move ahead, saturating 
each market before you move further ahead and extend 
the perimeter? 

MR, LEVY: You mean leapirogzing or, not 
leapfrogging? 

Meee eel Eos. What a eo clit. 

May GEV Y? to Cdon' ) think vyouvcan. make 
hard and fast rules on that one. 

Ma. PATTILEO: "SO. that you. say there is 
nothing inherently wrong in the leapfrog? 

MR, LEVY: Let me say that Middle East 
oil has moved into the western hemisphere under 
certain conditions before it completely saturated 
Furope, and 10 Sbilli does, 

Mo. FALTTILLO: ~ Now, again looking at this 
as an immediate problem, and weighing it as to the 
ultimate national policy that might be adopted by 
Canada, do I understand you to say that you think 


the Canadian Government should immediately determine 


whetner or not oil should be moved to Montreal and 
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that determination should be made so that it would 
be quite possible, if deemed advisable, to proceed 
with construction in the construction season in 1959, 
and that having made that decision and having made 
the propositions necessary to carry it out, then 

an approach should be made by the highest Canadian 
Government authorities to the highest United States 
Government authorities to say whether or not it 
would be possible to work out, not national policy 
for oil but a western hemisphere policy? 

Mae GHVYs SMe. Patou te. where as -one 
qudliticavion, perhaps, I would say that the deci- 
Sion, if I may be bold enough to suggest, which 
should be made would be, I gather, that if Canadian 
oil cannot enter the United States market on a 
large and expanding scale, be 2t the west coast 
or be it Chicago, then I believe the decision may 
well be made here that you will go to Montreal, 
and as early as possible, and you may set for your- 
self a date when you will finalize VOU Gecl sion 
either way, a date which precedes the next construc- 
ULOn season, 1 tiink, ‘otherwise --— TT) have been in 
my Government itself, and I know how long it can 
take if one wants to delay things. 

MR. PATTILLO: Let me put it this way: 
if you were advising the Canadian Government and 
it became possible, either by negotiations with 


the United States Government or by decisions reached 
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by the companies themselves, to greatly expand 


~ 


the market for Canadian crude in the Puget Sound 


a 


area and in the middle west section of the United 
States, in the immediate future, would you then 
postpone going to Montreal with Canadian crude 
until those markets had been fully built up to the 
best of their potential? 

MR, LEVY: I would like -- it is hard to 
judge this question. What I talk about in the 
intermediate term are not very large quantities. 

In the very nature of the demand in that area, with 
the necessity for these companies on our west coast 
to bring other crude in addition to whatever exchange 
arrangements can be made, I don't think you can fig- 
Uren reliet tn inal area to any very substantial 
scale... What J had in mind was a very depressed 
situation, and I don’t believe Ghat you wilt find 
ee Wat 


ivé over the tongéer term the relier you 
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MR. PATTILLO: Now, may I ask you this 
question as an economist: if you were advising 
the Canadian Government as to a national policy 
On Oil, would you recommend that it make itself 
SGliosulfiolentginoil, not ionly dan production but 
in distribution and supply, whether that step was 
the most economic one or not? 

MR. LEVY: self-sufficient means that Canadian 
crude will be going first and foremost to Canadian 
markets? 

MR... PAPTIGLO: Piao aCleny .sbhat ele whet. | 
mean, that Canadian crude would have priority ato 
Canadian markets and it would only be to the extent 

that the deficiency and Qaimty and that sont of 
thing that would be made up by foreign crude. 

MAA eLEVY: I would like my associate Mr. 
Lipton to deal with this question,as you started 
it,as an economist. 

Mite ILP TON: Mee Pavcl ilo, as an economis+ 
I must vote in all circumstances for the distri- 
bution of resources which gives the most economical 
utilization of resources and in the context of 
your general question I would not recommend such 
a distribution of resources, say,in terms of 
national self-sufficiency as would involve 
uneconomic utilization of resources in preference to 
economic utilization of resources. However, 


I am not sure that that is precisely the 
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question or issue that is facing Canada. It 
Seems to me the issue that is facing you really 
is the choice between perhaps something less than 
the optimum in the utilization of resources as 
against non-utilization of resources and therefore 
aS an economist my answer, I think, might be quite 
different. It depends on what price you" pay tor 
non-utilization of the resources such as you are 
suffering today and apparently for some Vege. in 
the future as against the price you “would have tc 
pay under less than optimum utilization of resources. 
Migs WeAET TULOG Now, I am not too clear that 
I got that but let me try this, and I won't put any 
(Uae Vines phrase Tye. If you were faced with 
the problem of making the decision in Canada of 
whether it would be in the interests of Canada or 
in the best interests of Canada to move Canadian 
crude across the country with the result that the 
producers would be committed to that market and 
the refiners in the Montreal area would be com- 
mitted to take Canadian crude regardless of how 
much cheaper they could buy foreign crude at any 
time in the next thirty years, would you neverthe- 
less decide that these restrictions should be 
placed on the producers and refiners in the over- 


all interest of Canada and its economy? 


oh LEVY: If the prospects in the United 


States could not be developed through the means 
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we discussed, if the resources here are as rich as 
your geologists think, then I would say you should 
nO. SO. 

MR. PATTILLO: Now, I just have a few 

tag end questions that I would like to ask: you 
have heard probably, or read in the record, a 
good deal of evidence as to comparative refinery 
costs and profits in the Montreal area and the 
Toronto area today. Now; em I correct. that if 
one were going to make a true comparison of re- 
finery profits, one refinery vis-a-vis the other 
in different markets, a careful study would have 
to be made of the markets which each refiner is 
supplying, the effect of those markets on the use 
that the crude taken into the refineries is put 
tO,.8nd the end result of what profits come out 
OLotheS cruge? 

MR. LEVY: ii Orem TOL st2c Ub. ule 
economics of refinery operation I am sure you would 
find you would have to look at all these factors. 

MR, EALTIOLO: hie Seow sur. Cheny 
merely to examine posted prices for products in 
both areas and, if they bear a similarity, simply 
say that the crude was obtained for a lesser amount 
in one area then in the other, and you have such 
posted prices for certain products, then obviously 
one refinery is making more profit than the other? 

MR. LEVY: I would say particularly not 


if one important product is not mentioned, namely 
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fuel oil; if the products of the refinery are con- 
Sidered and all other factors are considered I do 
not think you could compare it just with a few 
prices. 

MR. PATTIE: Now, I would like to 
direct a few questions to another subject that was 
considered a good deal in the evidence. Based 
on your experience in the oil business what do 
you say is generally accepted as a rate of return 
that is necessary in order to provide proper incen- 
tive to the producer to continue exploration..and 
development? 

Mi, evs Mer Patcivio, i wirerel knews 
I have seen people who have spent money on pro- 
duction work, I have seen people go broke and I 
Raves sce people grow ten) and, thesineentive, Tf 
am sure, was always incomprehensible, or easy to 
understand, whichever way you sized them up. 

Mi ele Teh: So it is a matter of 
each producer's best judgment? 

Mit ae Ye Vea. Perhaps I “should 
address myself to this one point which I have 
mentioned already in passing: if your market out- 
lets are limited and shrinking, if you are facing 
the competition in your market of oil with practi- 
cally no replacement value, under those conditions 
I would assume the incentive, even of an Alberta 


producer, would decline. 
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Mis, PALTIOLO;: Perhaps you could help 
me on this: I find it rather anomalous to be told 
nOW Depressed this industry is in Alberta: and at 
the same time find these people who are talking 
depression taking up large holdings as far north 
as the delta of the Mackenzie River and proposing 
to go up there and explore when so far as I know 
probably the nearest market they will have will 
be the Eskimoes using molasses and sulphur. Can 
you explain that anomaly to me? 

Mn LanVY: Yoo. Gtitinc do oam say .on 
this kind of action the oil business was »uilt up. 
I think it was as "fool crazy" as some companies 
in the 30's, in the depression, when they went 
into the Middle Bast , and £ do not think they 
reeret it-av this time. 

Mi. PATTIE EO: Now, you probably have 
heard that we have had a good deal of evidence 
about, not only oil, but gas, and I just do, not 
mean it has been gaseous evidence. Do you think 
that finding markets for natural gas that is 
BVeallaole ano Alberts tsi epoing to alleviate the 
Situation and would you suggest that that is per- 
haps one of the immediate palliatives that should 
be given consideration? 

MR. LEVY: IT am sure that they would 
come naturally. You do not have to do anything 


about it, and that would obviously improve the 
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income of some of the producers. Rewigily, as 
far as gas is concerned it will reduce the markets 
for oil:so,to the same extent,it is coming out of 
their skin, too. 

Mig ghee le Well, apparently there 
are a lot of people in the United States who are 
anxious to take our gas. 

MR, LEVY: They are not the oil producers 
and nov the coal producers cither, 

MR. PATTILLO: Now, Lo think L did ask 
some questions yesterday about this but Ik do not 
think I put this particular question, and I would 
like to do it now: you agreed yesterday that you 
could not build a pipe line to Montreal unless you 
had throughput agreements and in your past you 
have been called on to be a consultant to many 
of the companies in the oil business, Let us 
assume that you were called in by the Montreal 
refiners to advise them as to whether or not they 
should sign a throughput agreement, what advice 
would you give them and what conditions, if you did 
advise them to do so, what conditions would you say 
they should require? 

Mia) dus Vs My first advice would be 
that they must follow national policy and that 


basically, until a national policy has been estab- 


lished they are entitled to follow whatever course 


they please, however inconsistent it may be. They 
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have every right to be inconsistent if they wish 
tbo. if there 260 National policy for Canada. 
my advice would be that they must follow it. It 
is just as simple as that. 

MR. PATTILLO: Weil, L.followed that. 
Can you put any conditions? 

Nit oe EV Ys Weld. Sole “Gond) TT One le Would 
ask, I would see that my Government asks only cer- 
tain things, that they would be reasonable about 
LG, I would advise in making an agreement for 
throughput that it be balanced by a commitment of 
the people who own the oil to make the oil avail- 
Epic, 

Mieke be LO): Would you think also you 
would be entitled to say you want a substantial 
Pnusrest Taethe, transportation iield, the pape dine? 

Nest GY * I would say I would consider 
it wrong to exclude the people who use the oil 
from an interest in the pipe line. If they are 
joining it enthusiastically I am sure they would, 

but I do not think you can per se exclude anybody 
oreper se iImciudes anybody. 

Let me put it this way, if you do have 
government interference as you may have to--I think 
you must do your utmost to minimize government 
interference as far as possible and not add to 


government interference. 


THE CHAIRMAN: Would you be in favour of 
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applying that same principle in your country? 

MR. LEVY: ivamsin Favour bap 2 do not 
Chink I tam 1 Paten tot: 

MAS UPATTERLGs Mr. Chairman, I have no 
further questions that I want to ask Mp. Levy "Dut 
TI am going to suggest for your consideration that 
we change our policy;because of Mr. Levy coming 
here in his capacity as an independent expert 
I think perhaps we should have five minutes! 
break or ten minutes! break and any representative 
of any company here who has any question that he 
wishes addressed to Mr. Levy can then communicate 
with me or Mr. Patterson and we will consider 
whether the question has already been covered or 
not. 

THE CHAIRMAN: Would that be satis- 
factory to you, Mr. Levy? 

Mi sey ys Mr. Chairman, certainly. 
Even if it were not I am sure I would have no 
choices 

THE CHAIRMAN: Oh, yes, you would have a 


choice, We will recess now for ten minutes. 


~--Short recess, 
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THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearings. Mr. Pattillo? 

MR. PATYILLO: Thank you, Mr, Chairman. 

My. Levy, I have some questions, I know you will 

be delighted to know that. I am going to try and take 
them up under three headings. First, the situation 

in Alberta; secondly, the transportation questions, 
eno thirdly, whe nacional policy questions: 

Now TLirst regardin2? some of the’ questions 
Orie ou. OF Libertas Lio eCOrme eG MT Cilia 
that the introduction by Alberta of requiring companies 
Gheau Dave: Dec Cxptoraie and Nave’ Pound" OL” corcurn 
back part of their reservation To the government and 
then tne government putting those up, those lands 
up Tor sale or bid was a new innovation in the oil 
business wnich has subsequently been followed in other 
countries, such as in Venezuela? 

Mn. LEVY? “Mee Pacui lve. to the best of my 
recollection the petroleum, the’ tnyurocerbon laws in 
Venezuela always -- it was, I believe, passed around 
she end cof the Second World “ar -- adaready permitted, 
the sale of government reserves for bonuses. 

Mh. FATT LOOT Buu. whe practice was Tires? 
besun in Alberta, and Venezuela did not do at until 
very recently I understand? 

Me, uiVvYs “Il-gather taat 1s correct, Dut 
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MR, PATTILLO: Would you care to comment 
on what effects that practice has on the development 
of the resources? 

Bit. Lavy: I think one effect is clear. 
Alpverta made a lot of money. There are other factors, 
of course; the development of the resources. TI thinl 
one should perhaps look at this problem in two ways. 
No. 1: There are: areas that are completely wild- 
cat areas, and secondly, there are areas which are 
next to proven or semi-proven areas, and which are 
nearly proven at the time that the government in 
Aloerta otters them for the firs time, for-leasc. 
Now, wnen you burden, so to speak, a wild-cat opera- 
tion witu a large amount of money you, of course, 
inerease Uae costeor Tindine’ oil and that .apolies 
wien you offeryproven or psemi-proven) areas... You 
would not expect that you would make a present to 
the company which -happens to get that area, 

so much for the general things. 

Pge Second, thanvVis, OfMcourse., you give 
wild-cat areas to a particular company. When it 
finds something and goes to lease, it has to divide 
that area in a checkerboard fashion. That means you 
Ln ace give: them. riehe, toe begin with only half, of 


the productive area they are ultimately going to 


food, Lb is hard=forime te.'comment on, the, impact 


| or this policy except to say that if you would 


leave the company in control of the whole area, the 
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company would be much better off. Mr, Lipton may 
perhaps say a few words also that follow from this 
policy with regards to the rate of development. 
MR, LIPTON: I was not prepared so much 
as to offer any conclusions as to pose the ques- 
tion that this practice as compared to a practice 
of offering open concessions and open leases without 
the requirement that a portion of the land be turned 
back, may have some effect upon the rates of develop- 
ment in the two cases. I am not quite sure I am 
prepared to suggest how great that impact might be. 
MR. PATTILLO: But it does, generally 
epeaking, in your’opinion, increase the rate of 
development ? 
hit. ULE PON = Wes, Lf would think so, Yes. 
MR, PATTILLO: Perhaps at times when it 
is not advisable to do so having regard to the market 
that is available to you? 
MR. LEVY: Mr, Pattillo, the whole system 
Of COnServablon and allocating preduction hae, of 


i 


course, the effect of forcing developments under 


Certain conditions, bus THis a6 one of the prices 
One has to pay in order to get a certain level of 
production. You would drill more than you otherwise 
would driiil. 

MR. PATTILLO: In your brief you make 


some comment about the rate of development that has 


been occurring here since 1954, and in the table 
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you draw the conclusion, (and I think you will fin 
it in Appendix A, Table A6 in the text you have 
drawn the conclusion that development has been 
gradually dropping off, but I call to your atten- 
tion Table A6 and do you agree that although there 
may be a decrease in the number of development wells 
drilled there has not been any decrease in the 
NUMber OF exploratory wells? 

MR. LEVY: As far as the table goes, yes. 
I believe if you add, excuse me, I believe if you 
would add 1957 and 1958 you may see some impact. 
Tenave TOL cou the fileures in irons of mee No, 
exploration has still continued at a reasonable 
pace, but you asked me this morning about all 
these ventures in the far north? 

MR. PRUTILLO: Yes, 

MR, LEVY: And obviously exploration in 
the amount of the oil produced is a longer term 
proposition. If he would not: handle exploration on 
that basis, he would lose out once and for all, 
Thepe 1a-a) second factor exploration you do not 
just start today on the basis of your whim but 
it is based on rights and other geological work, 
and therefore there is a problem involvédsin it. 

In general it seems, I do not know what the figures 
for the early 1958 are, but I think your questioner 


knows it better than = do. 


MR, PATTILLO: Now, directing ourselves 
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for a few moments to the transmission of 42 Sl 

would you please enlarge on the thought you expressed 
yesterday that the pipeline companies should be seek- 
ing to develop markets when they in fact are mere 
transporters and not owners of oil? 

Mie eV vie “Yes = Tew Patni lo, © Taine tne 
pipeline companies should seek to increase their 
DUSINeGSS Which 18 thae of transporting oil. There- 
Lore, tT would expect 1% would “continuously try to 
find out first, how it can improve its efficiency 
to improve its competitive position with existing 
customers. Secondly, how can it improve its efficiency 
and its rate position so as to capture new markets, and 
in this position of course you would expect that 
the pipeline companies would act independently, 
looking only at its transport interests and not be 
affected or handicapped either by producing interests 
Ole Dy neiining anverescs.) st would. witimnately of 
course have to be Ana position that 1% can eet 
PetIneries: Uo socepL, crude cillvwto days pipeline, 
and you would have to find producers which I do 
not think is difficult at the moment to deliver crude 
O11 (o ne pipeline. AS such, IL would expect that 
an active business, which is so essential for the 
welfare’ or the country, would continuously try toe 
find ways and means to increase its transport 
market. 


MR. PATTILLO: Now, may I draw your 
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attention to the other chief means of transmission, 
namely tankers. Do you know whether or not there 
are internal arrangements made by the international 
companies regarding the use of tankers owned by 
themselves or through affiliate companies which in 
any way differ from the general practice which 

you were developing yesterday by quoting USMC 

minus rates? 

MR, LEVY: DOO riaG Soe WOU CAL val ry 
as buch. an arrangement or practice, but I may per- 
Naps Gescribe to you 4. little pit How this thing is 
handled on the international scale. EL think 2t 
was discussed yesterday that a large part of the 
tankers, say 40 or 50 per cent, is owned by the oil 
companies, international companies, and therefore is 
used by them as owned vessels in international trade. 
Another large part, 30 or 40 per cent, I guess, is 
under long-term charter, and the final part they have 
to cover on the spot market, Tat 1s the broad oic- 
ture. Consequently, increasingly, varieties of 
international affiliates operating in various coun- 
tries have acquired, their own tankers to operate 
in their import trade, or have made their own 
charter arrangements. The United Kingdom 
owns 2a lot of tankers, and has chartered a lot 
of tankers, and is not dependent on tanker 
charters from its parent company or from anybody 


outside. The arrangement which is made has taken 
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piace partly as a result of emergency considerations, 
partly national defence considerations, and partly 
mere business considerations. With this background 


in mind let me add another confusing element. 
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You have seen and have heard often 
tanker rates, spot rates, mentioned in Gie trace. 
These spot rates refer to tankers that are freely 
available at any particular point and time which 
are neither owned nor chartered on a long-term 
basis but they try to get a particular piece of 
business from Place A to Place B. The amount 
of tonnage available on the spot market is Limited 
because such a large part is regularly owned and 
chartered by the oil companies, so we have a very 
small spot market, five per cent to ten per cent 
of the total tonnage available. The spot ton- 
nage represents the tankers which carry all of 
the brunt of surpluses or deficiencies in tank 
tonnage: all of a-sudden the demand is excessive 
and everybody tries to charter a tanker, and he 
goes to the spot market; all of a sudden the demand 
falls down and no spot charters are made. 

You have violent fluctuations in the 
spot market, from USMC minus 17 to Dis) 200 
as during the Suez crisis. During that crisis 
a tanker probably earned its total bULI ding cost 
in one or two trips. I think now it would probably 
lose the profit made during that time in another 
one or two trips. So that is the spot market as 
far as tankers are concerned. 

In addition to that we have the time 


charter market where you charter a tanker for five 
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or ten years, and the charter rates Gow “ths Jeind 
of charter would tend to approach a figure which 
would recover the cost of the tanker, the interest 
and a reasonable profit for the owner. On sthat 
basis, therefore, you have a much more Stable 

time charter market. 

The figures we used of USMC minus 45 reflect 
more or less an assessment of the time charter market 
a8 1b eX Le Ges NOW Sn wea cS likely to exist for 
the near, middle-term future, provided we don't 
have another Suez crisis on our hands. 

If and when an affiliate has to charter 
a tanker from an oil company, the companies in 
general do not treat. them as a Spot transaction. 
Therefore some of the companies have set up -- 
British companies -- what they call an average 
freight rate assessment, which tries to assess at 
any particular point of time what is the average 
cost and rate paid for the total world tonnage, 
excluding government tonnage and other tonnage. 
That rate is used as a yardstick for charging 
tiewatiiitates. This is not universally done 
by all the companies by a long S00 and ab. te 
not done in all periods. sometimes the affiliate 
has its own tankers and sometimes it BOCs -oub and 
gets cheaper tankers and sometimes more expensive 
tankers. 


However, this average freight rate sets 
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a kind of pinpointing yardstick which is then used 
in their tanker rates relationship to their 
affiliates. I would say that over the time 
this average freight rate probably stabilizes and 
averages out the violently fluctuating spot rates. 
However, it appears that over the time the long- 
term charter might be somewhat cheaper than the 
average freight rate has been in the past. 

What the companies do get 
when they obtain a tanker from another company, 

I simply do not know, but I think you could find 
Out. 

MR Geer hero: Now, in your view, has 
the independent producer a useful place in the 
economy ©f the off industry? 

MA LEVY: Definitely. 

Bi PA Ae ee Move LOrMmiiavLon Of <2 
continental oil authority such as you have described 
this morning, is it not essential for Canada to 
assume the samencontrol by quotas as the United 
States has done before Canadian oil can form part 
of the domestic supply of crude oil to the North 
American Continent? 


MR. LEVY: Mr. Pattillo, I would hate 


to say how far one would have to go. Eee nk ot 


am pretty certain in my mind, and if we do have a 


continental approach to the oil policy there have 


to be certain adjustments in each other's oil 


= va r. 7", oD # ‘ sows ncn m . ; | 
aL eee a? ace ‘ ae 

ae Pare | | 
ee aes gamba taf 


ttotkh 29. qidatettaced asieTsteMiat thea | 


mn duit sap seve $ae use biivew! T7* wseekhevis - 

| ties hic ort sgerove eRe | 

: bis, SIs LLAGSTE, Ys ‘PBAOIG: ate FAS lett Sgr ievs Ains 
ql if 

| 1 , BT Bh BOGS . alt he Be Ate y Ve Cab ers. Lot “elk: ra SOL i) ache a 


ae ~vunol sit amhd st. eve dad? eissqas 3 oneal: 1 


Jang old rte 380 S727 Srieioyv! aps iove 


ay Ob. esiregmod Bard ery 
oT ats eee 
“t wove se niordo Yous new 


hiit .boyoo wey sated I -sid worn tor ob Yfoamss yy 


LPS 8 4, j ) oa > 
ge 

api (WoL) AOR) cae Ot HM 
ome mi woRlg talent racnbouy Faghereqesunt #a9 
ss wort fio err To SAroneos 
rZaG SYNGE . Ah te 

e te wotyslutece? sa? A CIT rAt cM 

5 
badtatash ved voy Bs wdee wivodsee tte fesnenltaen 


Cho RSs &: itneges Jor a2 et enc breton okey | 


oGé (omine Oneia oft embesa ge 


J af ~ ‘q net G 4 he pi J .* ‘ih bm was tf) a Drews. tic SY wie) a st SoTesS" i” 


bs stad bivow I ,oLtiseat . opevent: Rs i 


he 


IL Aephett: Em) eh perp — anton “WOR Yes” 
4 i 


A 


oF 
5740 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


policies in regard to many questions. LI think it 
may even affect conservation, because you obviously 
cannot have one country without conservation 
entering the market freely and the other restrict- 
ing its market, and whether a quota would have to 
be introduced, I am not one hundred per cent certain; 
it may have to, as we have in the States. 

Many of the controls are undesirable from 
the point of view of the Montreal market, and I 
think we always, if we could, would avoid 
controls; I think that goes for everybody, ex Cen 
when they are in one's favour. Putal juss) don't 
know how far they would go. 

hi PAP PT LO : Now, in expressing the 
views that you have been expressing yesterday and 
today, do you consider that there is any obligation 
on the part of government, either provincial or 
federal, to take any measures which might alleviate 
the problems that some producers have got them- 
Seives in because they have been over-optimistic 
as to the future of the market for Canadian crude? 

ME ada VY: I don't like to see a 
government take any specific action for any specific 
SeCL.On -roup of producers. If it means for the 
industry as a whole, I would say yes, but not for 
any particular section. Is that the question you 
asked me? 
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MR. LEVY: I would say no. 

MR, PATTILLO: Now, supposing the govern- 
ment did decide that it was in the national interest 
to take Canadian oil to Montreal and refine it there, 
do you see any danger, in carrying out such a 
policy, of the government being compelled to exer- 
cise control over the industry even back to the 
wellhead price? 

MA. VLSVY: In eri nerve ano. OF course, 
it every chine should co wrong, af all ofvarsudden 
the oil should not be found, and everybody behaved 
haywire, I would say so. 

MAG PATLEGLO: In other words, you are 
suggesting that if the industry wants to avoid 
control it act sensibly and reasonably and with 
self-restraint? 

Vie Le CT would certainly think it 
will. 

Ma. PAPTTOLO: Thank you; Nr. Levy. 
nose are ail the questions Lf wieh) to eagky 

THE CHAIRMAN: Me. Frawley? 

MR. FRAWLEY: Thank you, Mr. Chairman, 
Tam net one to pild the jilJy, so my questions 
shall be very short and very brief. 

Me. Levy, you said once or twice during 
your evidence yesterday that the cheaper crude oil 
was available to Montreal refiners, foreign crude 


oil, and then I made another note that there were 
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discounts on Venezuelan crude. Now, I made very 
brief notes, and I would like you to expand upon 
that. 

Min eave Let me quote again the 
Fortune article where a well known independent said 
that no independent would dream of paying posted 
prices. He is quoted by name, as a matter of fact. 
I assume from that that it has been checked by 
him and that he knows what the independent pays. 

mite evidence [ have is nob evidence an 
eny Senses iy 2s “indirecs ; 

pecondly, you hear from time to time 
that some of the companies who have found oil 
newly in Venezuela, unable to find markets, have 
Cieereumiunau preces fo quite | number of companies 
which are below those posted for crude oil in 
Venezuela. YOU Near From time to time thats 
Middle Bast o11, on the basis of special arrange- 
ments and on the basis of long-term contracts, 
is offered at prices considerably below posted 
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I would guess that if you are willing 
to commit yourself right now long-term to supply 
contract -- let me put it this way, if I were an 
independent I would explore that most carefully 
pefore I would commit myself to a posted price 
COnLracm, 

MR. FRAWLEY: Thank you, Mr. Levy. You 
also called attention yesterday to the fact that 
in the United States the major companies have 
accepted the principle of voluntary restriction 
of imports and then you related that to Canada, 
as I understood, and you ventured the opinion that 
Canadian affiliates of those same companies in the 
United States would do the same, would be expected 
to do the same if the Government of Canada declared 
it to be in the national interest that the Montreal 
market should be given to Canadian crude. Now, did 
I properly appreciate what you said, Mr. levy? 

MR. LEVY: Mr. Frawley, I cannot talk for 


& 


anybody but myseli 


5 


but having seen the splendid 
behaviour of your affiliates I could not for a mom- 
ent envisage that anybody would go contrary to what 
ig pronounced as national policy of Canada. I cannot 
talk for anybody but. myself. That is as bad or as 
good a judgment as you like to take it. 


MR, FRAWLEY: Do tL take Lt that the Tire 


thing you would expect, the first thing would be 


che declaration of a national policy? 
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MR. BEVY: 2 say that we would not expect 
anybody in Canada to do anything that was against 
Giese Nationals PoLllcy. 
MR, FRAWLEY: you have a feeling 


Now, 
the matter should be considered from the point 


view of the good of the Hemisphere. 


COE. 


Yes. 


MK LEV: 
I suggest to you 


MR, FRAWLEY: Well, 


probably one of the stumbling blocks there is, and 
is that the Independent 


io Mot wan ooO.0e. UnlaLY, 
Producers Association of America probably does not 


give too much, does not have too much concern for 


the hemispheric approach, 
again I cannot 


MA. LEVY: Mr. 


Frawley, 
talk for anybody but myself but from the record I 


have seen of the IPAA I have the feeling that the 
hemispheric approach is completely in line with 
their own thinking. I understand that one of the 


presidents of the association expressed that much 


in a speech in Canada not so long ago. 
that is encouraging. 


MR. FRAWLEY: Well, 
Mee LEVYS" "1 can eive you a rererence, 1 
have the speech here. 
It may be useful, 


MR, FRAWLEY: 
The address was by Robert L. 


MR, LEVY: 
Wood, president of IPAA to a group of Canadian 


government officials and oil producers in Calgary 


on August 23, 1957 and reads in part as follows: 
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"Prom an economic point of view, Canada and the 

U.S. without question are the two areas of highest 
cost in world petroleum development today. Our 

cost problems are more or less parallel. They are 
such as to make impossible competition with un- 
restrained, low-cost production from the Middle 
East,” 

wee Lt is significant that this policy (President 
Eisenhower's action of July 29, in establishing a 
program to stabilize crude oil imports into the U.S.) 
also represents a recognition of the importance of 
Canada's oil producing industry. It represents an 
encouragement, rather than a deterrent, to continued 
development of Canadian oil resources," 

eee § dare say that metcher the US. nor Canada, could 
claim to be in the same league with operators in the 
Middle East, where a dry hole is an oddity and where 
production approaches 6,000 barrels per well per day. 
"So when you consider the defense essentiality of a 
sound and expanding Canadian petroleum industry, and 
the Tac. ~hat the industeyinere Ds in ite intancy, 
hoping to expand in keeping with the dominion's 
economic needs forenergy, there is little doubt 

that the potential impact of a world surplus of oil 
16 of as much concern to you as to operators. in the 
ieee 

eee OuY joint security depends on supplying our two 


countries with the world's most essential defense 
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energy, petroleum fuels. We are separated only 

by an imaginary line which we respect as an 
international boundary. For defense purposes, 

U.S. and Canadian oil could be considered as one 
Sources oF supol ys noe tier 

"The U.S., with Canada as one of her closest allies, 
has assumed a position of leadership in a world 
divided into two hostile camps: No nation could 
maintain such a position of leadership without an 
abundance of energy." 

MR, FRAWLEY: Mr. Lipton, you were referring 
to some decisions of the Interstate Commerce Commission 
yesterday and I would like’ To put om the record the 
decisions that I think you were referring to. Were 
you referring to the decision known as Reduced Pipeline 
Rates and Gathering Charges as reported in 243 1.C.C., 
115 the case Reduced Pipeline Rates and Gathering 
Chie rpeamereporred. in 72 L.G2C Vs, 375. 

MAS GD LRTON: “het Goss ied ahs 

MRO WRAWLEY:> “2 thought perhaps: it should be 
On the record -rorvtne ini ormatvdom of che Commission's 
advisors who may want to look at them. At the same 
time FT would ‘put on the record one further decision 
which came in between those two cases and it is cited 
as Minnelusa Oil Corporation et al versus Continental 
Pipetane Company et 21,1255 21.0.0, Al.) Thankyou, 


Mr. Chairman, 


THE CHAIRMAN: Thank you, Mr. Frawley. 


Mr. Levy, there are one or two minor questions I wanted 
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to clear up and I would like to discuss with you with 
regard to this hemispheric appraach. Yesterday you 
mentioned a possivility that it may be necessary to 

Ji tenes rerinericss2t.was Just. brought vup- by way of 

a comment: do you know of any country where refineries 
are required to be licensed? 

MR. LEVYs -Yes, for instance, in Prance 
and I would not be surprised if there were several 
other European countries where they have the system, 
ins Branee the refineries, the industry started - off 
with national defence considerations and I think 
(me pefanerves were: siven a tot of privideres. but in 
PevurntOr privileges they had to accept a lot of 
government regulations as part, of the» licence. I. am 
sure Lhe same applies. to italy and, 1 think a search 
would probably find more, 

THE CHAIRMAN: Is that a requirement in 
the United States at all? 

MR. LEVY: Not that I know of, we have the 
voluntary import control scheme instead. 

THE CHAIRMAN: I wonder if from the point 
of view of national security the location of refineries 
is very important? 

Me lave Mery MCh go, ibe Ie dor note think: 
it is restricted yet in the United States it has come 
Upeendirectiy. -di.am sure that accelerated. amorti-— 
zation has been granted in certain places 


10 Dinos. an tndirect kind of inducement, 
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THE CHAIRMAN: I suppose Mr. Lipton is the 
man to speak to this one? in your discussion yesterday 
and again this morning, what great importance do you 
attribute to the size of the transportation 

system: . what would be the diameter of the pipeline, 
the capacity of the line that you were thinking about? 

Mie LEPTON: I dornov-thime Tawould pe 
prepared to suggest any particular sige, I think the 
diameter of the line that the transportation indu- 

tion might select as most economical would depend 
on how much they planned to transmit in the future 
but I would be completely unprepared to give any 
diameter. 

THE CHAIRMAN: Well, we are far more ignorant 
than you are. Assuming a 200,000 barrel per day line, 
what size pipe would it be,leaving room for expansion 
of the market? 

MR. LIPTON; £ am Jooking here for a relative- 
ly simple table which I have and on a 200,000 barrel 
per day I think probably something like 30-inch pipe would 
represent the most economical operation. 

THE CHAIRMAN: Thank you. Now, we have been 
hearing a lot, not just yesterday and again this morn- 
ing but previously ,with respect to export of Canadian 
crude directly to the West Coast and mid-continent 
area, 1 appreciate very well, Mr. Levy, that you in- 
dicated thatthat is not the cure-all, that it could 


be unstable, maybe uncertain. Over the long run, what 
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quantities in toto would you feel could be 
arranged by way of export? Imperial Oil in their 
submission to the Commission have indicated or has 
indicated that probably by discussions, arrangements 
made within the industry itself and the producers 
and refiners that they could increase the take of 
Canadian crude by approximately 75,000 to 90,000 
barrels per day. Then, we have had additional 
testimony with respect to the increased exports of 
crude primarily to the Puget Sound area. Now, when 
We gre talking about export to the United Staves, 
what is the amount involved? 

MR, LEVY: We have in our own report es- 
timated about 200,000 barrels per day by 1960 and 
SOO, 000 barrels per day by 1965 but I would feel in 
view of what has been said here by some of the com- 
panies that have operations on tre West Coast that 
we probably would have to revise these figures down- 
ward. 

THE CHAIRMAN: That is what I am getting at, 
So if you take Canadian production today or the demand 
in Canada for Canadian crude as roughly 400,000 barrels 
per day exclusive of the 100,000 that is exported, 
if you have a total by 1960 of 200,000 barrels in 
the export field you still only get 600,000 barrels 
per day production in Canada roughly against a 
producibility as estimated to us of approximately 


1,450,000 barrels per day by 1960 or 1961. 
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MR. LEVY: This would be in line with our 
thinking and we would have to revise our figures down- 
ward, 

THE CHATRMAN: Weil, you say the situation 
is not wholly the result of recession alone. Would you 
agree with this, that the industry in Canada has more 
or less reached a certain level or a plateau due to 
the extraordinary work within the industry itself in 
our country within the past 10 to 12 years and we have 
reached a point where we are a self-sufficient nation 
in oil, only we are land-locked, is that not it? 

MR. LEVY: I tnink that is a fair presenta- 
tion, 

THE CHAIRMAN: And in order to provide the 
incentive for further exploration and development on 
a scale that would be commensurate with what our 
geologists feél the producibidity might be do we not 
have to dif that oll from the ground in. order to 
provide the money with which that development and 
exploration is going to take place? 

MR, LEVY: The money and, even more important, 
tne hope, 

THE CHATRMAN: The hope, yes. Now, would 
you consider that if Canada decided to have Canadian 
crude go to the Montreal market that we would then 
lose our potential export market in the United States 
which we nave been discussing? 


MR, LEVY: In general to the extent that if 
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an export market in the United States depends on 
Canada's own strength I would see no reason why you 


enould lese. Or, if there is any implication of 


0) 
or 
} 
Oo 
> 


retaliation, I would not believe that would ever 
eapply im this kind of situation, 

THE CHAIRMAN: Let me put it to you per- 
haps a little differently because I did not mean to 
evene think of such @ thing occurring Duc would not 
the same -- we can only reach the export market in 
the United States if we are competitive. 

MR, LEVY: And more than competitive. 

THE CHAIRMAN: Yes, and if we did go to 
Montreal and still endeavoured to export, would not 
the same conditions of competition apply? 

MR, LEVY: Definitely, but let me answer 
1G WLehin. a little larger framework: IL believe Mr. 
Lipton has pointed out already right from the begin- 


4} 


rine what whenever you see reports of Canadian orl 
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colpanies they expect an due course to reach 2 
ever oF 2 mi tiion to 3 malLeion paerrele a cay? “iL 
tink in All) submissions of 621) Gompanies in 2b 
presentations there was always an implication that 
ultimately Canadian crude will reach that. You 
Lino we tiroven the various reports, First and 


foremost, the nearby Midwest or West Coast market 


should be supplied; thereafter, eastern Canada. 


tT think that your basic problem 
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in restricted export markets are the pressures from 
world-wide surpluses of oil for the time being, at 
least -- and I would not like to put it for how 
long. Also, a large surge of new companies which 

have been potential customers of yours are going out 
Mnbo Che Torelen flelds tryine vo Pind Oi cand 
therefore losing their customer interest rae course 
in Canadian oi11. When you add all these factors 
together the question comes up, do you want to reverse 
thie erder which was implied in the previous 
submissions and turn first to eastern Canadian markets. 
Locking towards the long distance view 10 is my belief 
that our country, the United States, will become 4 

a very, very substantial importer of oll. At Uhav 
time I would feel a relatively large flow of Canadian 
Gil wild fanned its natural place among a much targer 
flow of imported oil, naturally, because at that 

time our companies in addition to figuring the profit 
motives, the profit dollars-and-cents position, as 
carefully as © think they do in general, will. 

also like the comfort of a nearby safe source. of 
supply when they have to take so much from rar 

away sources. I think a responsible big company 

would try to increase a little bit of what it 


gets from its neignbours. 
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AS a matter of fact, I would say that what 
you are hoping to do at Montreal, if you are doing 


it, 18 not closing the. door but bridging the 


THE CHAIRMAN: No, J wild ‘come: to, that in 
a moment. Do you regard oil as any different kind 
of the world commodity than other commodities? 

Nits GEV Ys IT am inclined to say yes. 

THE CHAIRMAN: You regard it differently 
than say uranium? 

ME. GEVY: I should of course ask you 
different than what? In its polavlcal Amol eations? 

THE CHAIRMAN: Well we have this concept 
of hemisphere, the hemisphere concept, let us call 
Geo ve Moment, Why should that apply to oil as 
one commodity, and not also -- and let us look at the 
hemispheric concept, take the hemispheric concept -- 
with respect to uranium, lead, zinc, copper, coal, 
let us take coal? 

MA, LEVY: T feel when you talk about 
uranium you are talking of course about the strategic 
material per se. i. think that an That secuarvion 
you have a great deal of hemispheric or even free 
world policy with regard to uranium export policy, 
purchase policy. You have a lot of things there 
which go very far into the uranium field. 

As far as oil is concerned, I would put 


oil next on the list as far as strategic materials 
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are concerned, and I would say that attitudes 

and relations as far as security is concerned 

with regard to oil are very different from non- 
ferrous metals like iron, steel. I think you have 

a different feeling of urgency with regard to pro- 
tecting yourself in all kinds of situations with 
regard to oil than you would have with regard 

to any other commodity I know of, except uranium -- 
1f Uranium is a commodity, Also, there is one 
thing sir: you can stockpile most of the materials 
you mentioned; you cannot stockpile oil. 
Certainly, oil is obtained from very insecure 
areas. Lead and zinc are not affected in the 

same manner. There are a lot of factors whicn I 
can add which give oil a special situation Guy 

am sure people will disagree. 

THE CHAIRMAN: Well I have. difficulty 
in following the reason why the hemispheric 
approach snould be applied Prior Go a mation making 
itself self-sufficient from its own resources. 

MR, LEVY: May I perhaps again qualify 
that. I do not mean that any hardship should be 
suffered by this measure, but woae I feer Le this: 
if any emergency should occur L faraLy 
believe that your fate 1S ours, and our fate is 
yours. T also firmly believe that we wilt nave 
a situation again where the resources of this 


hemisphere, of this North American continent at 
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least, will be pooled to the best advantage of all 
members of that particular pooling operation, 
At that time, therefore; if you look exclusively 
at that time, you would be interested in the most 
economic and sound utilization of your resources, 
which you would like to plan for and arrange for 
and handle, if it can be done to the satisfaction 
Gr a. “concerned, Dror LOM une emer ecncy. ARE, 
that cannot be done or if the arrangement that 
could possibly be done would not give your Canadian 
oil tndustry the hopes it would need, J would 
certainly feel you may have to add to these 
measures some such thing as the Montreal pipe line. 

THE CHAIRMAN: I would suggest to you 
that in such an emergency economics would go right 
out the window. 

Me. Nee: that “bs righty at that time: 
T am tiinsine of dogsistics in minimving tanker 
transportation; having oi1 available where it is 
tive Most Glificult to’ get to guring an emergency, 
landlocked places, and so on, Economics certainly 


would not matter. 


THE CHAIRMAN: But then if you take the 
hemispheric approach, and if that is agreed upon 
to the exclusion of Canadian crude from the Montreal 
market, because that is what is implied in that, 
as I understand your reasoning, then you have as 


a country, or, at least, have you not as a country 
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cdebarres yoursel?® From putting Canadian ¢cmde into 
the Montreal market and completely locked in your 
Canadian crude and stifled exploration except to 
the extent of the increase in the present market 
through natural growth, plus what you have been 


GplLe Co Export? 


Mix VY: Mr. Chairman, maybe I should 
make one point clear. I was asked a question, did 


I know of any country which is a large producer who 
COulGd pOGentially Supply all 20s own neéds and sti2i 
Doone Of Uae Very gearzesv importers, and’ F think 
b Said no. Pipe lverve Chay tars ws “a. very 
unusual situation, and I do not think that anybody 
in the world could take issue with you if you 
tried VO Create for your own industry the outlets 
it needs. 
The only suggestion I make in this Western 


Hemisphere arrangement is whether this is your 


immediate outiet. I mean, the outlet you need at 
bn. s “cLine, Pi oy tent, £ would without hesitation 


feel thav a country 18 entitled to seek relier for a 
basil cally sound industry. [tb 18 not a fostered 
industry, it is not something which is completely 
uneconomical or wrong to build up. The Sesource tie 
there. It is valuable, and a lot of people make 


4 


their living that way. A lot of people contribute to 


a It is something which is there and it is valuable. 


I would feel that in such a situation a country 
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does not stifle that industry by keeping its 
own market excluded from it. It might be well 
af aiver, you. are through with this consideration 
of Western Hemisphere policy, if you ever consider 
it, you find all the United States might do for you 
is another hundred thousand barrels a day, and you 
just would find that this would not help and I think 
nobody in the world would argue with you if you gave 
your industry the encouragement it needs by using 
your own market potential. 
THE CHAIRMAN: But conditions change, and 
export markets by themselves are uncertain. 
MR. LEVY: That is right, you can't protect--- 
THE CHAIRMAN: If you have entered into 
a hemispheric arrangement, you have tied yourself 
vO these, export outlets, and. restricted. yourself 
from enlarging the use of your own source of energy. 
MR. LEVY : I think what you have said 
chistes erie es abit I would say also it is basically 
first and foremost a Canadian decision whether it 
wants to have this.resource for itself. The 
problem only comes up location-wise and on a 
logistic basis; the United States would be a natural 
market, and secondly, in due course you give 


your industry encouragement. 
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THE CHAIRMAN: Just another phase of 
this: would we not as a nation be putting the 


Canadian consumer in Eastern Canada at the mercy 


of foreign crude prices with no chance for Canadian 


crude to compete? 

Mi LEVY : Youowoudd@at that times 
This of course is the reverse of what your com- 
panies have been worried about. 

THE CHAIRMAN: It is the reverse, but I 
tink weishould look at both sides of the. coin. 

MieAULEV ©: You would, but the foreign 
producer at least, as long as there happens to be 
NO Crisis, Happens to be slightdy conhected with 


some of your companies. 


THE CHAIRMAN: i quite appreciate that, 
ends iecornet complain one Lotaraboute thas, nd: 7. 
think thet through that. conhection at has meant a 


ereay deal To. the development of the. andustry cin 


our country. At the same time, in any hemispheric 


management of supply it might well mean increased 


cost to the consumer: in the Montreal market? 


Mi wih Vie, ObveousTy 26 Cou lds too. noe 


believe it would. 


THE CHAIRMAN: It could? 


why prices should not go up. 


is a A There is theeretically no reasen 


THE CHAIRMAN: You just explained to us 
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that the prices for tankers in an emergency go ei ae 
and there would be the eastern consumer sitting 
there depending wholly upon importing this very 
expensive foreign crude, and the western producer 
of o11 sitting on his. old unable to find al market. 

ME. LEVY: Mr, Chairman, may I perhaps 
say again I would never suggest, IL am not asking 
that the western producer be deprived of markets 
because of any Western Hemisphere policy. L 
think it would be a nonsensical proposition to 
make basically because a country which has a re- 
source obviously looks, if it cannot go elsewhere, 
looks to its own market first. 

THE CHAIRMAN: There are in any hemis- 
pheric concept, such as we are speaking about 
Venezuelan producer» would -- after all that<-is 
hie-~ondivysNold«» -- want to maintain his export to 
ime onureal market, that ~isequid- pro ques 

Wig bE VY ss Be uwould certatnivehervery 
interested in having the East Coast of North 
America available for market. 

THE CHATRMAN: The Hast Coast; "yes. 
sO that are you not throwing out the baby with 


the bath water when you go to the hemispheric 


approach first? YOR ere fosine your cbargaininr 
position, E do notrsay these are my thoughts, 


I want yours. 


Mes «LEVY2 I understood Mr. Pattillo to 
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say yesterday that he takes the position this is 
what you will do, namely, you specify your own market 
requirements, and seek a satisfactory 
and binding policy which gives you all the relief you 
think you are entitled to. On that basis I believe 

you keep the bath water. 

THE CHAIRMAN: That is what I have been 
Beyane) to say, Well, thank you, Mr. Levy. 

MR. COMMISSIONER HARDY: Roe Vyas 
wonder if you could tell us briefly what the 
general overall effect of the United States 
anti-trust regulations are at the present time on 
the international petroleum industry? 

Mi. GEV Lotha nk the Lest chineets 
the legal expenses are continuously very high. 
They are under indictment I don't know on how many 
Gases, bub certainly there is a big anternational 
G@arLel case opening. They have been charged with 
as is (and I don't know what else)agreements re- 


lating. co the past market, arrangements, and simi - 


larly -- but the effect in general on the industry 
oye te heard coMpulvenes. Lew words. Lt you 
Want. to specify along what lines --- ? 


MR. COMMISSIONER HARDY: Well. Poe 
example, would you understand from the operation 
ef the legislation that it would prevent the inte- 


grated companies operating in Canada entering 


into a voluntary agreement to dedicate the Montreal 
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market to Canadian crude? 

Mt: GEV Y* pit, OF course, [ coula give 
you no legal opinion, but I feel if the bosses of 
the parent companies would have to go to jail be- 
Cause of they do in the United “States, Lf think 
they would not mind if their affiliate presidents 
would do the same. L gust, don't know. 

MR, COMMISSIONER HARDY: Perhaps we 
GOuULa SImp Ia Ty a 2OCCOr Tale di Gale vou sone 
additional question. You have referred on several 
occasions to an article in Fortune, presumably the 
article by Gilbert Burke. 

MA DEVY: Uc Ceca its wo Wel gti 

MR. COMMISSIONER HARDY: In the current 
issue. I take it from your comment that you con- 
BLS bebo De Leatrewy wae ThOritaiive. aiiacve: 

MR. LEVY: TI would say definitely not. 
What I did was I used a quote of a man named in 
the article, and I used 32 an no other way. Zt 
used that quote because I assumed if they named a 
man and quoted what he has said, he has checked it. 

MR, COMMISSIONER HARDY: In your experience 
with Fortune they would, I think? 

ME. VY: They checked with me when they 
quoted me. 

MR. COMMISSIONER HARDY: They did check 


with you? 


Mn LEVY : BOSS, 
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MR, COMMISSIONER HARDY: You are not 
Suggesting that the reference to your own organiza- 
tion - there is anything wrong with that? 

MR. LEVY: No. Let me add to that. TI 


happen to know that the quote as it appears there 


was rirst different, and when then checked it was 


changed. I have a hunch it was checked. I worked 
for Fortune once, but I wouldn't like to take respon- 
Sibility for any article that appears there, 

MR. COMMISSIONER HARDY: On another sub- 


4 


ject, Mr. Levy -- you are aware, ft Unink, that we 
have in Alberta a resource of petroleum in the 
tar sands which are going to represent some proven 
reserve Of 250 million barrels, while the sheiks 
have 150 billion, I would suggest that the finding 
costs of that are going to be comparable with the 
finding costs in the Middle East. 

MR. LEVY: Is that a suggestion or -- 

MR. COMMISSIONER HARDY: It would be a 
facet. —wouldn't it. that the fining cosh == 

MR, LEVY: They have been found to bes. Ves. 

MR. COMMISSIONER HARDY: In the same cate- 
gory? 

Mie snVys. Yess 

MR. COMMISSIONER HARDY: And you would 
have, perhaps, substantially more development costs 
with the tar sands, but they would be lumped in 


with lifting costs. The thing that worries me is 
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that if you do a little arithmetic with the figures 
we have here and work in with them the figure of 

an average dollar profit plus or minus 30¢ a 
barrel, if we take a dollar and add on a little 

bit for royalty, we don't have very much left to 
deliver this oil anywhere. In other words, you 
may develop a very nice process for SIrculeavine 

the oil, and it has been assumed in the Province 
here for quite a number of years that the problem 
with the tar sands was a technical problem, separa- 
ting the oil from the sand. But on the basis of 
the figures we have here, I would say that is not 
bne case at all, that there are not enough cents 
tert tO produce it, separate it and to market it. 
We have the same problem there as we have been 
discussing here of natural economics versus what 
we might call business considerations. 

MR. LEVY: That could very well be, sir. 
I do not know enough about the tar situation, but 
from what you explain I think the consequence as such 
may be relevant, on the basis of present technologi- 
cal developments, which, of course, may change. 

MR, COMMISSIONER HARDY: One final ques- 
tion. Perhaps it should be directed to Mr. Lipton. 
He emphasized earlier this morning that perhaps 
the major consideration in our problem here in 
Canada was transportation of oil, and we have 


heard of transportation of other things in Canada, 
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transportation in general. But is that not a 
serious enough matter that you would be justified 


in making it the subject of control of, say, a 
national energy board, to prevent uneconomic 
transportation systems or facilities in the nature 
Of pipelines that are too small being puG an? 

MR. LIPTON: I would certainly agree 
that the subject has sufficient Significance to 
the development of national resources 
so that it warrants the consideration of your 
Federal Government. I would not say whether it 
would fall within the jurisdiction of a national 
energy board since I do not know under what cir- 
cumstances such a board would operate and what 
is congenial and what is not congenial to the 
processes Of Canadian politics. 

MR, COMMISSIONER HARDY: ‘Thank you very 
much. 

THE CHAIRMAN: Mr. Levy, we thank you 
and Mr. Lipton very, very much for coming as free 
agents and giving the Commission the benefit of 
your vast and varied experience in the oil indus- 
try and world oil affairs. We have a very difficult 
Proolem wacing the country, f think, Pacing the 
industry and, last but not least, facing this 
Commission. I only wish that we can offer you 
workmen's compensation and some assurance against 


the hazards of being a Commissioner, but you can 
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join us for the next few months | we will say, 
whatever period of time may be necessary to unravel 
this tangled skein. 

The evidence or testimony that you and 


Mr. Lipton have given us yesterday and this morning 
will be, I assure you, most valuable, and the 
Commission will certainly give it a great deal of 
Tiourh Gs and Consideration. We deeply appreciate 
your coming. We had the opportunity of reading 
your veport which you made in February this year, 
ana I can assure you that you have not disappointed 
us with the light which you have been able to throw 
Om Some Sspects,. of This Gditficuit problem. 

Thank you very much, Mr. Levy, and Mr. 
Liptom, 

MR. LEVY: Thank you very much, Mr. 
Chairman. I need not tell you how much we appreciate 
the confidence you have placed in us and the treat- 
menu wou end. Mires Patvillo have extended to us. We 
deeply appreciate the honour and confidence you 
have placed in us. 

Poe Ch ALRMAN: 9~Me, Patvtillo,, IT don?t know 
what our schedule is. I believe there is a delega- 
tion from the Crow's Nest Pass Towns; is that correct? 

MR. PATTIULO: Yes. The question is 
whether we should take up that brief before or 
following lunch. My suggestion would be that we 


give ourselves a few minutes extra lunch. 
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THE CHAIRMAN: We will now adjourn until 
C,; gentlemen, at which time we will take 
up the submission of the Crow's Nest Pass Towns. 


---Whereupon the hearing adjourned at 12.10 p.m. 
to resume at 2 o'clock, 
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Submission of 


THE JOINT CROW'S NEST PASS TOWNS COMMITTEE 


APPEARANCES: 
N. E. Aboussafy Mayor of Coleman 
J. White Mayor of Fernie 
BE. Goulding Mayor of Bellevue 
ew. pe OUune President, Chamber of 


Commerce 


MR. PATTERSON: Mr. Chairman, we will now 
proceed with the submission by the Joint Crow's Nest 
Towns Committee. I would ask the submission be marked 
CC-13-1. 

Mr, Aboussafy, who is the Chairman, I 
believe, of the Committee and the Mayor of Coleman 
will first of all introduce the gentlemen who are 
With Him, 

MR. ABOUSSAFY: Mr. Chairman, £ nave. with 
me here Mayor White of the City of Fernie; Mayor 
Goulding, the Town of Bellevue, and President of 
our Chamber of Commerce, Mr. Young. 

T would like to gay at the beginning thay 
we certainly appreciate that you have given us time 
lOr this Nearing, Our problems are big to uss “The 
DOINGS We are poing TO present are not. technical but 
are dealing with the people who live in our district, 
so we really appreciate your consideration. 
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on Energy hearings can affect the very existence 
of the towns in the Crow's Nest Pass, we, a 
committee representing the citizens of the City 

of Fernie, the Towns of Coleman and Blairmore, 

the Villages of Frank, Bellevue and Lundbreck, 

and the Improvement District of Burmis, have been 
following with keen interest the deliberations of 
your meetings as to the desirability of the export 
of natural gas. 

If these communities are to continue there 
must be additional industries to supplement the 
revenue from the declining coal trade. Throughout 
this area there already exists all of the Ae eee 
machinery and social services necessary to industry. 
A quick favourable decision by your Commission could 
stabilize the already shaky economy of this region. 
An adverse decision could ruin what was once a 
prosperous area, one that has made an appreciable 
eontribution to the Canadian economy. it may appear 
that the rise or fall of the Crow's Nest area is 
of small consequence to the national prosperity, 
but we must remember that Canada's economic welfare 
is made up of the aggregate welfare of individual 
regions. 

We are vitally interested in the export 
of gas from this area. Our geographic location 
is such that adjacent gas fields must transport 


their products through the Crow's Nest Pass to 
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prospective markets. These transportation facili- 
Bies, OLUS proposed processing plants could provide 
us With the necessary revitalizing factors. As 

the gas discovered in these fields is a sour gas, 

it must of necessity be relieved of its undesirable 
elements, which means the construction and opera- 
tion Of one or more processing units.  sSupplemen- 
tary industry of this type is essential if this area 
Lo 60 CGonumue, 

Mhe successiul exportation of clean natural 
gas would therefore mean that several hundred miles 
of pipe line would be constructed, plus the necessary 
gas processing plants, plus one or more pumping 
Staplons. Ihe combined results of all this new work 
WOLD Civectly and ndsrectly ada very considerabiy 
COmuie 2eneral economy Oo: the Province, and most 
AMDOrTene Of vali, Sour renewed elforts. tor the dis- 
COVEry ano SCxAULOLGaviou Ol Che pas meserves in the 
Province. 

ie Grow Si Neo rt Pass area ts parciculerly 
interested in this project because of the following 


reasons: 


| 


: The Crow's Nest Pass was originally devel- 
oped, and for the past fifty years has been maintained 
on an economy based solely on coal mining. 

ao The extent of coal mining operations is 

now only a shadow of their former size and this 


naturally has adversely affected the economy of the 
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general area, as has been the case in other coal 
mining regions. The following statistics relating 
to coal production in the Province will give some 
idea as to the extent of economic reduction suffered 
by the Crow's Nest Pass in recent years. 

Coal Production 1949 - 6,616,983 tons 

be Len f = Sb55y 354 tons; 

and pshould othe indications ceantinue in 2950) Ghis 
Haye lemelnost cutein hale: 

In the Coleman area alone, payrolls have 
dropped from $3,615,216 in 1952 to $959,247 in 1957, 
with a further reduction expected in 195é, 

The number of men employed in Coleman in 
1952 directly connected with coal was in the neigh- 
bourhood of 1250, Asi agsinsete241 ine 195 /weendois 
Urerentiy 168s thane200, Simidgereiigures wrom. the 
other towns in the Crow's Nest Pass show even 
eceduer’ reductions, ALL Or ewhieh classities thts 
ereacas a tabour distress Gistraee. of Dhe ereatest 
magnitude. 
. Ther successfull completion of ‘sasirexport, 
and the processing of sour gas, would entail exten- 
sive pipe laying and building construction in the 
area immediately west of Coleman. It is our -under- 
standing that plans are presently underway for an 
early commencement of these operations. 
a The Crow's Nest Pass area stands ready to 


assist in any way possible the advancement of this 
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project. 

The distressing labour situation is shown 
by the fact that 1316 men are in receipt of unem- 
ployment benefits, and 971 of these men are totally 
unemployed. Among these men are classified help 
such as welders and mechanics, plus a ready supply 
of common labour. Living facilities are also 
evei waht Gy lor any. and. practically all.dthe labour 
Poees pequared) in the said proj ert, plus: the, fact 
that we are well equipped with good schools and 
hospitals. Trans-continental railroad facilities 
are, al ready.es tablished, 

ones Lnpact of) Ghisiproposed.projecte would 
be considerable and of great value to the general 
efconomydoie the, Provinee., dt.would be of particular 
interest to the economy of the Crow's Nest Pass. 

The added payrolls would enable the towns 
ane, their residents to meet and mainvain the taxation 
demands toscover the’ costs of schools. hospitals 
and. other municipal expenses. The new payroll would 
in some measure replace the reduction due to the 
rapidly declining coal. business. 

We are fully convinced that the exporta- 
tion of gas is a necessity for the continued devel- 
opmen> of cur oi) cdieldsvand the maintenance. of our 
Provincial economy. Being of .»such mind,. we can 
without hesitation recommend that you bring in a 


favourable decision as to the export of gas through 
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Wiis iarea, . Thid will relieve the present economic 
suffering of many in the Southwestern parc of 
Alberta and the neighbouring area of B.C. 

If this project shows promise of beginn- 
ing immediately it will help to keep these men and 
their families in their low cost homes and it will 
eliminate the migration to other congested areas, 
creating a further hardship on other people and 
OPier Municipalities... Diewiit. aleo eliminate 
necessary relief measures by our Governments. 

The Crow's Nest Pass region is rich in 

other natural resources, and establishment of a 

gas processing plant may provide the nucleus for 
other forms of industry. If such a plant were 
established, the inevitable visits by industrialists, 
engineers and financiers would give these people a 
first hand knowledge of the potentialities of this 
aved., 

We of the Crow's Nest Pass have had the 
unfortunate experience of economic suffering due to 
having unlimited reserves of unwanted coal. Great 
Britain is calmly announcing the commercial develop- 
ment of hydrogen power by 1960. Are we again to 
suffer because of having unwanted reserves of 
natural gas? While a long range fuel conservation 
policy is both desirable and necessary, the interests 
and welfare of present generations should not be 


entirely disregarded. Our natural resources should 
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be utilized to the best advantage of our citizens. 
The present export of gas will best serve that pur- 
pose. 

We strongly urge that your deliberations 
be poverned by both economic considerations and 
the alleviation of Iurther human suliéring in this 
area, 

In conclusion, please accept our thanks 
for pivineg this briel your! ravouranle consideracioue, 

My, Chatrman, if I may be permitted, our 
Committee has decided to ask you this question, 
that if Cas export is to be recommended by your 
Commission because of what this will do to the 
unemployed people in our area, this proposed pro- 
fect: an the Crow's Nest Pass should be given consid- 
eration. 

THE CHAIRMAN: Thank you, Mr. Aboussafy. 
Mee Paccerson? 

MR, PATTERSON: I have no questions, Mr. 


) 


Chairman, thank you. 

THE CHAIRMAN: Mr. Frawley? 

MR. FRAWLEY: I have no questions, Mr. 
Chairman. 

THE CHAIRMAN: Well, we shall certainly 
Pave a careful look, within our terms of reference, 
to the question which you have just put to us, sir. 


t 


It is very distressing in our country to find a 


———_____ community or series of communities suffering such 
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economic problems in this land of ours which is full 
of plenty. We realize the problem, I think, that 
Surrounds and besets you, and while we can't promise 
wnat we may recommend will be the great thing to 
alleviate your economic distress, I do hope that 

lt does come within our period. 

Thank you very much. We appreciate very 
much you gentlemen taking the time to come before 
us today. 

MR. COMMISSIONER HARDY: I wonder, Mr. 
Chairman, if someone in the delegation could tell 
us roughly how many jobs have been created by the 
gas treating plant at Pincher Creek? 

MR. ABOUSSAFY: I think we looked into 
this; I think The same question came up many times. 
Se isenoteapcomplete solution PTorthe Crow) s Nest 
Pacis avearto have’ justi this plant there, Atowlil 
have about 60 steadily employed people after it is 
finished, but it will give us a breather, say,” twe 
Wears Neconstriuctions: Arverveard, Weaall have hoped, 
We wrewall Optimistic, so therefore aiter two years 
we hope that something else will turn up which will 
help to make the area survive. In the meantime, 

I think they could employ between 300 to 500 people 
during the ‘construction period. 

ie that the answer you are seeking, Mr. 
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MR. COMMISSIONER HARDY: Well yes, there 
are two aspects of it as you point out. There is the 
construction aspect which gives you a continuing period, 
but even 60 permanent employees in Pincher Creek I 
would think is quite a substantial number, 

MR. OBOUSSAFY: It would be lots more than 
that. It would have 150, It is a much bigger unit. 
it is built into four sections. We hope that ours 
will become as large. You see, they are discovering 
gas there continuously in those mountains and near 
the foothills, 

MR, COMMISSIONER HARDY: How close are the 
gas lines now to the towns that are represented by 
your group? 

MR, ABOUSSAFY: It is Savannah Creek area 
which is the one closest to the Coleman plant. We 
Bverunewomes ClOosesc tO 2b, I think 10°18 200ut 50 
miles. 

MR. COMMISSIONER HARDY: So you are think- 
inp detinively an terms of a plant that Ds projected 
for Coleman? 

MR. “ABOUSSABY: That Ds right. 

MR, COMMISSIONER HARDY: Thank-you very much, 

THE CHATRMAN: Well, thank you very much 
gentlemen. This is very good. We appreciate you 
appearing here today. 

MR. ABOUSSAFY: We thank you very much, 


Mr. Chairman. We certainly appreciate it. 
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submission of 
The Research Council of Alberta 


The Athabasca Oil Sands 


APPEARANCES: 


Dr. D.S. Pasternak 
Do. Ges. mOoazeon 
De tens Clark 

Mey Ne... Carrs oy 


Dr. N.H. Grace 


MR. PATTERSON? Mic.) Ghairman, the next 
submission relates to the Athabaska Oil Sands and 
is a brief by the Research Council of Alberta which 
IT would ask be marked as CC-13-2. Dr. Grace of 
the Research Council is here. I would like him 
Pirst of all to. introduce the gentlemen withhim 
and then to proceed with reading. 

DR. GRACE: Mr. Chairman, I have with me 
Dr. Clark on my right. I tnink he should be known as 
Oi2 Sands Clark in Alberta. On my dett is, Dr. 
Pasternack, also Council starr who is not quite as 
far back in oil sands experience put has had a 
great experience in it. To his left is Dr.. Gordon 
Hodgson who has had a number of years of oil sand 
experience and to his left is Mr. Carrigy, our most 


youthful addition to the oil sand interest who has 
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pecs had about a year of geology and we are very 
glad to have him with us. Now gentlemen you have 
NETS Boop y Or our brief. 

Introduction: The Athabasca sands are a 
large reservoir of crude o11 located in northern 
Alberta. The purpose of this brief is to describe 
the oil reserve in relation to the other reserves 
of petroleum in Canada and to give some indication 
of the development of the resource in the over-all 
picture of energy in Canada. 

Mh OSSCrinpeLvon sor Che nacre of tne of1 
will be given, followed by a section dealing with 
anestimation of the in-place reserves. Methods of 
producing the oi1 will be discussed, leading ultimately 
both to an evaluation of recovery factors and to an 


5 amet 


pndloaclon of costs of production, 

A Tinal section will discuss the special 
piace of this major oil reserve in the long-term 
outlook when essentially unlimited amounts of 
nuclear energy will become available. 

Terminology: Frequently the oi] sands 


IT 4 


were called "tar sands" or "bituminous sands" and 
the oil was called "tar" or ‘bitumen", as these 
terms were simpler and indicated to the layman the 
nature of the hydrocarbon material. Since initial 
coking of the oil yields about 85% by volume of a 
very fivid o11 which is similar to the petroleum 
obtained from oil wells, the tendency latterly has 
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peen to refer to the resource as ‘oil sands" and 
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the hydrocarbon content as 


ve followed in this brief. 
WGil recently 1 
the oil sands referred to 


sands or McMurray oi1 sand 


to the general location of 


a= 


the Athabasca river, and t 


logical formation in which 


terms referred to the same 


Drier che “vern ."Athapasd 


used, 
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Athabasca oil reservoir; t 


of the reservoir and the 
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the oil as something diffe 


evidenced by the terms ta 


has also been a tendency t 
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iterature dealing with 


them as Athabasca oil 


Ss, the former referring 
the deposits along 
ne latter to the geo- 


the oi11 occurs, Both 


deposits) ay Sri 
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Ge (and) haceuMene welnerse 


o class the 


Oil sands with other non-petroleum hydrocarbons 


such as the oil shales of Canada and the United 


states. The chemical and physical nature of the oil 


and the geological conditions under which it occurs 


show, however, that it is a petroleum hydrocarbon 


and should be treated as such, 


spectrum of crude oils 
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In the general 


ranging from very light crude oils to very heavy 
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crude oils, the Athabasca crude oil is at the heavy 
extreme as indicated by the data in Table I which 
show the inspections for a range of crude oils 


found in western Canada. It is important to note 


L 
it 
09) 


in the series of oi 


C2 


that the gravity decreases 
from light to heavy, the sulfur content rises from 
nearly zero to about 5%, the viscosity and carbon 
residue and distillation residuum increase, and 
the gasoline production on non-destructive distil- 
lation decreases. It might be added that the 
nitrogen content of the Athabasca oi1:-is ahout 
0.4%, and the oxygen content by difference is about 
1.0%. The carbon-to-hydrogen ratio - of importance 
in exhaustive refining - is about 8 to 1, and the 
cCaloriiie.value 18 Ll7;, 910 B.G.u,. per pound. 
TABLE I 
INSPECTION OF THE ATHABASCA OIL 
RELATIVE TO OTHER CRUDE OILS OF WESTERN CANADA* 
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Marsden ** Athabasca 

Gravity, °A.P.I, ea Sion | 
Sulfur, wt.% ue 5.0 
OS Cy basen e ls ; 

BL L0G: Fe 5,330 100, 000 
Carbon residue, 

wt .% 6.9 rs 
Total gasoline & 

naphtha ,vol.% - - 
Residuum,vol.% 56.9 63.1 
ne li-head price, 

$/barrel LO = 


Date Lor all the fields, except Athabasca, are 
taken from Seely et al (1957); data for well- 
head prices are from the Department of Mines 
and Minerals, Edmonton. 
*k One of tne general Lloydminster group of oil pools, 
im-rilace Reserves.  LOSLS” che purpose of 
Wile seCLLON TO Cilve an esuimave Of tne in-place 
recerver, Of O11 an the Mirnabasca oll > sands. in 
SUbDBequeNnt sections, Tollowing a@ discussion of 
DrOOUctLON MeLnods, recoverable reserves wild 
be estimated from the in-place reserves by applying 
indicated recovery factors. 

Before the following estimates of the 
value of the McMurray formation as a petroleum 
resource can be appreciated, it is necessary to 
provide as a background a short historical account 
of the different environments which have influenced 
the deposition of its strata. This will show how 
and where the different types of sediment were 
deposited (especially those favourable for the 
accumulation of oi1) and will also help in visualis- 
ing some of the basic problems facing anyone 


contemplating commercial development of these deposits. 
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General Geology: The sedimentary beds 
known as the McMurray formation were deposited on 
an erosion surface developed on nearly horizontal 
limestone strata of Devonian age. The thickness 
of the formation is variable and is controlled 
by the relief of the erosion surface which it covers; 
it is thickest (400 feet or more) over the Devonian 
lows and is thinnest, or in some cases absent, 
over the highs. Before the beginning of McMurray 
sedimentation the Devonian surface was above sea- 
level and in this area was virtually a plain, 
the highest hill being only 600 feet above the 
river and lake floors. Where the erosion surface 
Can be iObserved am outcrop - €.¢., along the 
lower Athabasca River valley - the relief is of 
a much lower order, varying somewhere between 
50 and 100 feet. 

Directly above the limestone outcrops 
remnants of a once continuous clay-soil profile 
may be seen, in places, beneath the McMurray and 
later sediments. 

ine early history of deposition of the 
McMurray formation sediment is one of gradual 
infilling of the topographical lows -~ such as 


river valleys, lakes and swamps -- because of 


gradual subsidence of tne land surface. In the 


river valleys coarse-grained porous sands were 


deposited, and silty alluvium and clay were washed 
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into the lakes and swamps, some of which were sites 
for the accumulation of plant remains, which now 
form lignite or coal beds. Once the deep channels 
had been filled the sediment began to spill out 

and be deposited over wider areas, drainage became 
poor, and, eventually, the whole area was covered 
by a shallow lake or series of lakes. The streams 
draining the low-lying Precambrian surface to the 
east continued to contribute sediment to the area, 
building out small fan-shaped deltas into the lake. 
The lake-water at the river mouth was apparently 
sufficiently agitated to keep the finest particles 
in suspension and allow them to “be carried away 

to be deposited in quieter water elsewhere in the 
lake, leaving behind in the delta poorly sorted but 
clean fine-grained micaceous quartz sands. Driftwood 
and other woody material brought down by occasional 


oO 


floods, floated into shallow near-shore locations 
and were preserved in the sandy beds. In local 
swamps of limited extent, sufficient vegetable 
matter accumulated to ultimately form the lenti- 
cular beds Of coal’and™lignite now visible in 
outcrop. This phase of sediment deposition ended 
when the seas which has been steadily encroaching 
from the north as subsidence continued, reached the 
lake level and the two bodies of water began to 
intermix, and gradually the lake became a near- 


shore lagoon. Strong currents then reworked and 
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spread the surface sediment thinly and uniformly 
over large areas; subsequent deposition took the 
form of thin horizontally-bedded strata of sand and 
micaceous silt, containing a brackish-water fossil 
fauna. The upper 60 feet of the formation is of 
vuniswiype.s The Lina) episode in the history of the 
McMurray formation is the complete inundation of 
the area py the sea and the start of a new sediment- 
ary regime responsivle for the deposition of the 
Clearwater formation. This change can readily be 
recopnized an che field by theveresence’ of ai tehnin 
green glauconite sandstone bed at the base of a 
thick (275 feet) shale and sandstone seguence carry- 
in@iossits of bower Cretaceous age. 

At some time since the building of the 
McMurray formation it was saturated with the oil 
now uUndem discussion However, the oricim wr the 
OLE te nom chear.,and there tare: twovschools of 
thought regarding the topic. Ball (1935) and Hume 
(1947), among others, favor the near-source hypo- 
thesis. They consider that the oi1 in the McMurray 
sands originated in or near its present location 
and was deposited contemporaneously with the 
McMurray formation, and that the oil is not a 
residual product left by evaporation and oxidation 
of a lighter oil but is a "young oil that has never 
been geologically gently cracked or decomposed 


into: dipnter ‘or heavier products.” In other words, 
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they consider that the oil had a Lower Cretaceous 
origin. 

Sproule (1938) and Link (1951), among 
others, favor a Devonian origin and consider that 
the oil escaped through fissures and fractures 
from the underlying coral-reef reservoirs of 
Upper Devonian age, and that this occurred primarily 
during -- but also possibly subsequent to -- the 
deposition of the Lower Cretaceous formation, 

Recent chemical studies (Montgomery, 
1951; Scott et al, 1954; Hodgson, 1954; Hodgson 
and Baker, 1957) based on trace components of the 
Athabasca oil and other more conventional oils 
of western Canada have shown considerable support 
for a Lower Cretaceous origin for the Athabasca oil. 

In every case, whatever the origin, tne 
exude oud gives produces oO retining very “sinidar 
tLo-chose Cotained by refining normed. crude oid s 
(Sterba, 1951). 

Since Cretaceous times the area has 
emerged above sea-level and has been subject to 
sub-aerta. erosion... During Pleistocene time 10 
was buried beneath a continental ice-sheet. 


ce melted the water level in tne Lake 
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De athe 
Athabasca basin became deep enough to cover most 

of the area, and in this lake a variable thickness 

of fluvio-glacial sediment (seldom exceeding 50 feet) 


was deposited. This blanket of later sediment has 
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a 
4 


the underlying Cretaceous strata 
difficult, and nearly all outcrops of Cretaceous 


beds are confined to the post-Pleistocene river 


Economic Geology: From the foregoing 


deduced that the sediments most favourable for the 
accumulation of oil are the coarse-grained porous 
sands deposited in the old river channels, and the 
fine-grained cross-bedded winnowed micaceous quartz 
osited in the fresh-water lake environment. 


sands de 


Tt will also be apparent that these clean beds of 
sand will be present as thick wedges of somewhat 
timited” laveral” extent, with silv anc clay beds 

of varying thickness occurring at intervals through- 
OUG any Vertical section, Correlation. of strate, even 
between closely-spaced wells, has not proved possible 
(Hume, 1947), This means that reserves can only be 
proven Dy invensive driijineg, In view or Unis; 
estimates based on exploratory drilling patterns 
where torere is more than half-a-mile between holes 


4. 


can only provide evidence that large areas are not 


underlain by continuously rich oil-sand beds. Table 


1 
‘ 
i 
! 


shows the nature of the oil-sand resources, 
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TABLE I 


MeMurray Oil-Sand Resources 


Estimated quantity 


Nature of resource of oll present 

A. Proven by closely-spaced 1 bLilion barrels 
drilling and sampling -- (Recoverable by 
Mildred-Ruth Lakes area; surface mining) 


ref,, Revort 326, Federal 


Bureau of Mines, vols. 


ee eg EL IL, 

By? Outlined by ‘drilling opis om barrels 
and sampling (Probably suitable 

for surface mining) 

C. Maximum amount of oil HOO! Mas wen barre Ls. 
present in beds of the (Exploration depends 
MeMurray formation over on advances in tech- 
an “area. of 25500 Square nology to create 
miles where it has been favourable economic 
proved to exist by circumstances ) 


widely-spaced explora- 


tory drilling and sampling. 


D, Amount of oi11 present in 100 billion barrels, 
the balance of the McMur- (Exploitation depends 
ray formation where,from on advances in tech- 
geological extrapolation nology to create 
supported by occasional favourable economic 


drilling and sampling, circumstances ) 
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it is thought to be pesent 
and to be of same thickness 
and saturation as at McMurray. 

From our present knowledge of the geology 
and topography, it is possible to outline and map 
the economic potential of various parts of the 
Oll-sand area as shown in Fig. 1. It should be 
noted that oil-saturated beds have not been ob- 
served east of Range 6 between Townships 39 and 99, 
and that outcrops of the McMurray formation in 
the valley of the Clearwater river east of this 
range show no sign of having been saturated with 
oil at any time. 

in Summary, (Une an-olace Prescrves, OF, 
crude oil in the Athabasca oil sands may be as 
great as 200 billion barrels. The next point to 
deal with is the matter of recovery methods, with 
their specific recovery factors leading to an 
Peviileclon Of DHE TeCcovera ote 1 osel ves. 

---(For Economic Geology Map of McMurray Oil Sands 
see page following page 12 of brief.) 

Production Methods: Athabasca crude 
oil cannot be obtained in the field by normal pro- 
duction methods because of the high viscosity of 
the ol] and the Jack of effective reservoir drive, 
successful production methods must, therefore, rely 


on One of two. principies., Either satisfactory 
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**Subsurface drive mechanisms must be developed to 
move part or all of the oil to production drill 
holes, or the oil-saturated sands must be mined 
and treated in a surface plant for recovery of 
the hydrocarbon content. 

to provide the proper basis for a dis- 
cussion of subsurface methods, attention is now 
directed to a more detailed examination of the sand 
reservoir dm which the oil occurs, Tnesoligsands 
are an aggregate of sand; clayey material, oil, 
and water. The sand portion consists mainly of 
quartz particles of 50 to 200-mesh size and smaller, 
but minor amounts of other minerals such as mica, 
rucide, Limenite, tourmaline, 2ircon, spinel, 
garnet, pyrite, and lignite are also present. 
Although silt and clay occur interbedded with the 
Oil sands, they also represent a normal constituent 
Ol tne Oli sands. fronsvone modules! ofsal iv sizes 
up toveéiehntetinches in dlameterywshnowlup ine the oi 
sand beds, especially in the southern part of the 
deposit. 

Good-grade freshly-mined oil sand usually 

contains: about 2 to Sper cent water and 10 to 17 
per cent oil by weight, the balance being mineral 
matter. AS invalinsand reservoirs; ali portion 
of the water in such oil sand appears to be present 
as films around the particles of mineral matter, 


thus preventing direct contact of the oil with 
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most of the mineral surfaces. Males Tacs 


fay 


wnich facilitates the removal of the oil from the 
oil sand in the hot-water washing process. The 
balance of the water is probably present as a 
GLSpersenpiascrinsathesoils 

The porosity of good-grade oil sand is 
high, varying between 35 and 45 per cent, and the 
total liquid saturation -- oil and water together -- 
varies from 385 to 100 per cent. Good-grade oil 
sand weighs about 125 pounds per cubic foot 
(Clark, 1954). Permeability of the sand is 
high -- about 1 to 10 darcies for a good-grade oil 
sand. 

ine: tempera turehor thevoll sand in situ, 
at some distance from the surface, is around 36 to 
10 degrees Fahrenheit. At this temperature the 
OlJ. 2s GxUpemely Viscous and time ol, sand very 


a 


firm and: capable of supporting ‘substantial struc- 
LAr aie Wher ‘the oil psand vac tthe Wace of a quarry 
is warmed by the summer sun, a small power shovel 
ean dig into it readily, but ‘only until the warmed 
surface layer is removed. 
(a) Subsurface Methods: 

neturning to the consideration of sub- 
surface recovery methods it should be observed 
that fundamental to them all is the requirement 


that, the oil flow to the production hole. The 
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————~ oil can be made to flow by applying a very high 
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jlifferentiail pressure, by reducing the viscosity 
of the oil, or by moving only the less viscous 
components which, incidentally, are the most 
desirable components. The most obvious way to 


4. 


reduce the effective viscosity of the oil is to 
heat it; the next most obvious way to reduce the 
viscosity is to dilute the oil with a suitable 
Solvent. Having reduced the oil viscosity, the 
differential pressure requirements for moving 
the oil are reduced to reasonable values. 

Several major oil companies are investi- 
gating ways and means of accomplishing heating, in- 
creased pressure, and preferential selection of the 
lighter components of in-place reserves of heavy 
bruce Cle. For example, the Magnolia Petroleum 
Company (Kuhn et al, 1953) has published results 
of a subsurface combustion technique in which heat 
is produced by burning some of the oil, resulting 
in an in-place cracking of the crude oil, thus 
yielding a Cistillate that moves ahead of the 
flame front and supolies heat to make the viscous 
oil more fluid: at the same time the condensing 
oil vapors combine with the viscous oil and assist 
4% an becoming still more fluid, Eventually the 
warm diluted oil begins to reach the production 
holes. 

The investigations of the combustion 


recovery methods are still in their early stages. 
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Field testing of the methods in the Athabasca 
field have not been reported, but there is good 
reason to believe that the methods are applicable 
there. One very important feature of the process 
is that it is self-sustaining with respect to fuel. 
When a viscous oil is heated to a temperature which 
is high enough to produce destructive distillation, 
a coke residue is left behind. Onee started, the 
underground combustion derives much or its heat 
from the burning orf the worthless coke residue 
which remained on the sand. Another important 
feature is that overburden is desirable since it 
permits the use of pressures in proportion to the 
overburden thickness. 

Areas of Athabasca oil sand composed 
of interbedded o11 sand and shale having an aver- 
age oil content of about 6 per cent, together with 
beds of better-grade oil sand, should be suitable 
for the application of such a subsurface method of 
recovery. 

Experimental studies have not been car- 
ried far enough to permit an accurate estimate of 
a recovery factor for the subsurface combustion 
recovery methods. However, for the purpose of 
establishing minimum recoverable reserves from that 
area of the oil field particulariy amenable to 
these methods, a factor of at least twenty per cent 


wouid appear reasonable. For comparison purvoses 
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it might be noted that the primary recovery 
factor established for a conventional black 

oil field such as Lloydminster is about 5-10 per 
cent. 

The second major subsurface method that 
is being rapidly developed in both the United 
States and Canada at the present time for the 
peneficiation of marginal production is the miscible- 
phase flood. In a sense this is a variation of 
the well known water flood, and it differs only 
because of the use of several oil field fluids -- 
usually propane and natural gas -- prior to a 
conventional water flood. The most important 
features of the miscible-phase flood is that the 
reservoir is flooded with @ 2iquid in which the 
Gliese Ta mesariy polupire, THe oll in the -reservoir 
that would normally be by-passed in a water flood 
vo Caen 2nco Ssolutlen ior The mostipart ancy carrved 
alone vo. che production weld. Consequently, a 
gas flood followed by a water flood is carried 
Oub to recover as much of the oli and propane as 
possible, Recovery factors of well over 60 per 
cent have been reported for the miscible-phase 
flood in various tests (Koch et al, 1957). 

The applicability of the miecible-phase 
flood to the Athabasca oil field has, apparently, 
not been studied. It is reasonably clear that 


the flood would not be very successful as it is 
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presently being used elsewhere, because of the 
high viscosity of the crude oil and the relatively 
poor cap-rock in the fiela. Nevertheless, it is 
reasonable to believe that the method could be 
modified to fit the particular situation in the 
Athabasca field. A recovery factor of about 
twice that for the combustion method, say 40 per 
cent, might be taken, assuming ultimate application 
or the method to this situation. The area of 

the field to which it would be applicable would 

be appreciably smaller than for the combustion 
methods. Probably the ultimate recovery of oil 
from the field by the two methods would be much 
the same, 

It is important to note thac in the 
foregoing discussion of recovery methods, attention 
has been paid v.only to the technical ‘feasibility 
of achieving production of o11 from the Athabasca 
ond Taek’, No consideration has been given to 
the costs of production. At this time no cost 
estimates can be given other than to note that 
it is very unlikely that the subsurface methods 
could produce a crude oi] that could compete 
directly in cost with oil from a flowing or pump- 
ing well in a conventional oil field. At the 
moment the combustion method would appear to be 
much more attractive than miscible-phase flooding 


from a cost point of view. 
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(bo) Surface Methods: 

During the last thirty-five years most 
of the efforts expended in the development of the 
Athabasca oil sands have been directed toward 
locating areas of the fieid that were amenable to 
surface treatment for recovery of the oil and 
toward developing suitable surface methods. For 
the purpose of this discussion, surface methods 
are taken to mean processes in which suitable 
portions of the oil reservoir are mined, and the 


(1 


mined ‘ore’ treated in some manrer to separate 
the oii from the mineral aggregate. 

Of the two general types of mining 
processes, strip mining appears to be by far 
the most likely process although some study has 
been given to underground mining. Assuming that 
open-pit mining is the only mining method available, 
it 18 possible to define the reserves in place 
attainable by this method. It is considered 
economical to remove up to one foot of overburden 
(by strip mining or hydraulic sluicing) for every 
two feet of good-grade oil sand lying underneath 
(Blair, 1950). The Mildred-Ruth Lakes area pre- 
viously mentioned falls into this class as it has 
an overburden ratio? of one foot of overburden 
to 2.0 feet of oil sand. The indicated reserve 
here is about one billion barrels. Core ire Lane 


already carried out has indicated areas along the 
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banks of the Athabasca river and tributary streams 
from which sufficient oil sand could be obtained 
by open-pit mining to produce about three billion 
DAPTELS mr roi... 

Four methods of oil recovery from oil 
Sands obtained by onen-pit mining have been pro- 
posed, namely solvent extraction, hot-water washing, 
cold-water washing and fluidized retorting. 

ithough solvent extraction would be 
effective, there is grave doubt that solvent losses 


could be held to a satisfactory minimum when 


hendling huge iduantivies or solids: 
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The hot-water washing method, as developed 
by the Research Council of Alberta, operates at 
around 175° F. It is fully understood (Pasternack 
et al, 1951) and it has been shown to have consider- 
able versatility in many respects. The process was 
satisfactorily demonstrated in the summer of 1949 
during the operation of the pilot plant at Bitumount. 
The oil is recovered as an oil froth which usually 
contains around 30 per cent water and about 5 per 
cent mineral matter. Augmenting the primary yield 
by passing the underflow from the water settler 
through a conventional Plovation cell enables a 
pecovery of at 16ase 95 per centvor*the orl.” A 
very important feature of the process is that no 
reagents are required - that is, no diluent, 
alkali or wetting agent - and heat is conserved 
by recirculating the hot waver: 

he cold-water washing method, as worked 
out by the Mines Branch at Ottawa, operates at 
around ba W--Lt Frequtres* that the’ onl in’ the oil 
gand be made considerably less viscous by adding am 
amount of diluent (having the approximate volatility 
of kerosene) equal in weight to the weight of Oe 
in the oil sand; also, it is necessary to add a 
monovalent alkali such as soda ash and a wetting 
agent such as “Span 40". The diluted oil which is 
recovered contains, before settling, about 25 per 


cent water and 2.5 per cent mineral matter 
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(Djinghuezian and Warren, 1951). The process was 
only operated on a small pilot-plant scale, the 
maximum throughput of oil sand being about 300 
pounds per hour, that is,.a rate of 3,5 vons per 
day. The oil recovery by this process was also 
around 95 per cent. The Blair report (1950) in- 
dicated that the hot-water washing method is more 
economical because no reagents are required. 

The development of the fluidized solids 
technique for catalytic cracking led to its applica- 
tion by the National Research Council, Ottawa, in 
We Pevortine. Of Cll) samc The iui Zed bed Gon: 
sisting of sand (Peterson et al, 1951). The product 
produced by this coking operation represented about 
65 per cent by volume of 4 dry fluid oil having a 
gravity of around 16" MPT eand containing about 
4 per cent sulfur. During compilation of the 
Blair report, however, it appeared that the capital 
cost of equipment to retort huge volumes of oil 
sand in a fluidized bed would be too great, and 
this would be reflected in a higher cost per barrel 
for the product. 1 addition, the Cisposal of 
enormous volumes of hot sand tailings would be a 
problem. It seemed that a more feasible arrange- 
ment economically for the fluidized solids technique 
would be the dehydration-coking'" in one operation 
of the wet crude oil obtained as an oil froth in 


the hot-water washing process; the yield of product 
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and its gravity and sulfur content appeared similar 
to what was obtained when the oil sand itself was 
retorted (Peterson et al, 1951). 

Toewas -indleated in the Slairvrepory thar 
the sulfur content of the coker distillate produced 
by fluidized retorting would have to be reduced con- 
siderably before it would be of acceptable quality 
for subsequent refining or marketing. Mild hydrogen- 
ation was considered as being the most economical 
means at present of accomplishing the reduction, 

It is important to note that the in-place 
reserves of three billion barrels of oil obtainable 
by open-pit mining are transformed by the foregoing 
recovery methods into an almost equivalent amount 
of recoverable reserves. 

Economic Aspects: Study and research on 
the economics of surface recovery method have been 
carried much further than for any of the subsurface 
methods. The Blair report on the Athabasca oil sands 
outlined a sequence of operations for possible 
commercial development of that portion of the oil 
sands readily available by open-pit mining. The 
sequence involved removal of the overburden, open-pit 
mining of the oil sand, hot-water separation of the 
oil from the sand, fluidized coking of the wet crude 
oil, desulfurization of the distillate produced by 


the coking, and pipeline transportation from the 


ns Oil-sand area to market. Tt was estimated that 
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the cost of the desulfurized oil product, contain- 
ing 0.26 per cent sulfur, laid down at Superior, 
Wisconsin, would be $3.10 per barrel. The desul- 
furized oil product would have a gravity of 26° 
A.P.I., show a Conradson carbon residue of 1.ee per 
cent, and consist of about ¢d per cent gas oil and 
12 per cent gasoline, Based on a value of $3.00 
per barrel at Superior for Redwater crude On, Of 

20° APL. eravity, 1¢ was) assumed im che Blair 
report that the desulfurized oil product from tne 
oil sands would have a value at Superior of at least 
$3.50 per barrel after making allowance Lor expSsnses 
that would be incurred in adjusting the quality of 
the Oo1ls to a comparable basis. 

As of 1950, the Blair report provided the 
following breakdown of the cost of producing ropa el ame Belo s4) 
the oil sands by means Of open-—pit mining: 

Production Item Gosp per barrel 


Strip Btining, including overburden 
removal $0.55 


Hot-water separation of the oil from 
the ol sand, pluie Pilvidized coking 
of the wet crude oil OP i= 


Desulfurization of the fluidized coker 
distillate by mild hydrogenation O),, ea 


Pipeline transportation charges: 
(a) From Oil-sand area to Edmonton $0.20 
(bo) From Edmonton to Superior C255 
(c) Storage and all other trans- 
portation expenses additional 
Po sne direct dine costs pip NS Ma fit 8) 
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barrel is on a basis that provides a satisfactory 
profit directly on the capital involved. No speci- 
fic allowance, however, was included in the mining 
and processing costs totalling $2.08 for interest 
un Dit deen ohne CoD Le L., 

The net result of the above estimates -- 
$3.10 per barrel for total production cost and 
53250? per. barre)as. che value of one product —--1i8 
to show a possible realization of $0.40 per barrel. 
Based on a total capital expenditure for mining and 
processing of $43,600,000 on which interest and 
profit is required, and with an annual production 
of 6,000,000 barrels (20,000 barrels per day for 
S00 days \s. the. protis of $0.40 per barrel would 
yield 5.5 per cent on the investment. 

The Blair report was examined carefully 
by. she oll. industry. 46 6 whole: and. the, general 
feeling was that the conclusions reached were sound. 
Even though some of the oil companies may have 
differed (sometimes appreciably) as regards some 
ot, the details, their tinel.~voral eosG esc umearces 
were very close to the estimate given in the Blair 
‘ 
report. 

In bringing che-cenclusionss.of the Blair 
report up-to-date, as of 1950, it is necessary to 
consider the changes that have taken place during 
the past eight years. Speaking generally, operating 
costs and the value of the oil products appear to 


show similar percentage increases. In other words, 


the profit per barrel would still be quite similar 
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to that shown in the Blair report. Of course 
capital costs have increased during the period but, 
on the other hand, marked technological advances 
have taken place, as in the case of hydrogenation. 
The net result is, probably, that the estimate of 
a 5.5 per cent return on the investment, as given 
in the Blair report, would not be substantially 
changed. 

Interest in the production of orb trom 
the non-conventional petroleum reserves of North 
America still continues to run high. The Union 
OL? Cor has cullt and 1s operating "2 small oit- 
shale plant in Colorado and has announced its 
intention of doing likewise with the bituminous 
sands in California. Sohio Oil Co. has acquired 
holdings on the Asphalt Ridge of Utah and has 
started a study of oil recovery from this bitumin- 
ous sand. About 25 Canadian and international 
oil companies have leases and/or permit areas in 
the Athabasca oil-sand region. 

Tt ts cur feeling thar it will take at 
least three years, from the time a decision is made 
to proceed, before an oll=-sand project can be in 
proaucvion, The Tirst successful one will be the 
result of sound judgment and correct timing. 

The development of the oil sand resources 
has caught the fancy of the lay scientist over 


the past seventy years because he sees a vast 
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resource of oil that cannot be produced readily, 

and he is tempted to try to develop a process that 
can be used to separate this oil from the sand in 
its ‘unlimited’ quantities for a very modest price. 
It is most important to note in this respect that 
the charge of separating the oil from the sand by 
known methods is very low -- about 36 cents per 
barrel as @ndicated.by the Blair. repornu.,.. Conse- 
quently, very Little is.to, be gained at. this time by 
trying to make a major improvement in the separation 
process without realizing that the major cost of 

the separated oil is derived from all the other 
necessary steps in the over-all production sequences 
—auehne mining, coking .Gesulimimigation, transporta- 
tion and all the auxiliary services. Even if some 
very sound novel process for separation were devel- 
oped and it separated a barrel of oil for, say, 

ane. cent, the icost.of theat.barrel of O11 an1a major 
market zone would still be nearly three dollars. 

The obvious role for additional research in surface 
production methods is for a general reduction ope 

all the processing costs, including the separation 
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General Summary and Outlook: 

The foregoing sections have discussed 
in some detail the character of the Athabasca oil, 
the magnitude of the in-place reserves, and the 
production methods. This led ultimately to an 
evaluation of the recoverable reserves with an 
indication, of the, cost of, productiom. of. the, oily 

This general summary and outlook section 
will deal with the way in which the Athabasca crude 
Old, reserve, will fit into, the: seneral pretvure) oF 
epuce, Oi lan Canada, Attention will be directed 
to the immediate future, and also to the far dis- 
tant future when competing or supplementary 
nuclear energy will become available in unlimited 
quantities. Obviously much.of what will be set 
forth will be of a very speculative nature. Lt 
should be noted, however, that Council is not an 
authority.on all phases of. the subject; and all 
1t.canm do ah thie atime Be ite wendiscace auhat Get te 
given premise were true then a certain conclusion 
would follow. 

Athabasca In-Place Reserves: An in- 
place reserve of greater than 200 billion, barrels 
is indicated for the Athabasca oi1 sands. This 
figure is obtained by considering a 100-foot ver- 
tical section, containing 6 per cent by weight of 
oil, extending over an area of at least 5000 square 


miles. 
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ane Athabasca Oil Recoverable by Surface 
Methods: Athabasca oil recoverable 
by strip mining oil-sand areas which are under light 
overburden -- defined as less than one foot of 
overburden per foot of good-grade oil sand -- for 
treatment in surface separation plants as outlined 
in the Blair report, is estimated to be about 3 
Gl one parre isi: OP these Onde On ebarRe ls. one 
billion are in the Mjldred-Ruth Lakes area. ie 
other two billion have been indicated by exploratory 
drilling in other areas within the general oil-sand 
region. 
Be Athabasca Oil Recoverable by Subsurface 
Methods: An in-place reserve of greater 
than 100 billion barrels, reduced by a recovery 
factor of about 20 per cent, indicates a recoverable 
reserve 01 20 biltien Harrets. LEVcnS wecovery 
factor were only 10 per cent, recoverable reserves 
would be as low as 10 billion barrels. igh elas: 
other hand, if the in-place reserves were, in Eee 5 
200 billion barrels, a 20 per cent recovery would 
vie rome wet li bon barne le: 
4, Recoverable Reserves of Crude Oi1 in 
Alberta: The report of the Oil and Gas 
Conservation Board to this Commission set the non- 
Athabasca oil reserves of Alberta as 3.9 billion 
barrels. It should be noted that this figure 


represents present reserves plus past production. 
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Fig Ultimate Recoverable Reserves of 

Grude O11 in Alberta: The report of 
the Oil and Gas Conservation Board to this Commis- 
sion set out the non-Athabasca ultimate reserves 
of recoverable crude oil for Alberta as 15 billion 
barrels, and indicated that it made little allow- 
ance for increases in recovery which will undoubted- 
ly accompany growth in secondary recovery methods. 
ey Ui.timate Recoverable Reserves of Crude 

Oisb an, Canadas Accepting the figure 
of 15 billion barrels as the ultimate reserves for 
Alberta, an equal ultimate reserve for the remainder 
of Canada does not seem excessive. (The 30 billion 
barrel total indicated here is low when compared 
with the 50 billion estimated by the Canadian 
Petroleum Association in its submission to the 
Commission.) Adding to this the estimated re- 
coverable Athabasca oil reserves would give an 
ultimate recoverable reserve in Canada of 53 
DLilionabarrets. For comparison purposes it 
should be noted that the corresponding figure for 
oil reserves in the United States is said to be 
250sbiilion barrels, based on recently -determined 
proven reserves of about 87 billion (Ayres, 1956). 
he Canadian Consumption: During the 

next 25 years Canada should consume 
about 10 billion barrels of oil, assuming a steady 


increase in consumption of 3 per cent per year 
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from the present rate of consumption. It has 
been reported that the yearly increase in: the 
United States in recent years has been slightly 
less than 3 per cent (Ayres et al, 1950) ie 
the yearly “rate of increase in Canada were 5 per 
cent, the consumption during the 25-year period 
would be about 33 bidiiong tf \che yearly in- 
crease were 10 per cent, the total oonsumption 
WOuld -amounc to 25 Didlaon: 
8. Timing Production of the Athabasca 
Sadie It has been indicated that the 
ultimate reserves of all recoverable crude oil 
in Canada may be about 53 billion barrels. iG 
has been indicated as well that about 23 billion 
parrels of that reserve is Athabasca oil. ce 
question arises as to when tie (25 bho weit 
be developed in relation to the other S0ubL Tioas 
The obvious answer is that the cheapest oil will 
be produced before the more expensive. As the 
supply of the cheapest oil begins to taper off, 
the price of crude oil will rise and continue to 
rise. The Blair report concluded that the 
Athabasca oil from strip mining could compete with 
normal Alberta crude oils on the world market at 
that time -- 1950. Tt now appears that the 
Athabasca oil is a little further away from being 
competitive because of sharply rising plant eon 


struction costs and general marketing problems. 
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Nevertheless, it appears that the first billion 
barrels of Athabasca oil will enter the crude oil 
market before long. The development of the second 
part of the reserve -- the two billion barrels 
available under more severe overburden conditions 
+—~ Should rollow fairiy closely. 

Luss Very Gir ireult To predvey. jusv wien 
the major part of the reserve will enter the crude 
Oil market. The timing is dependent largely upon 
the cost of subsurface combustion methods or other 
methods for subsurface oil recovery, and upon 
the technology necessary for application of the 
methods to the Athabasca reservoir. The very in- 
tensive study being given subsurface combustion 
methods at the present. time in connection with 
secondary recovery suggests that the technology is 
advancing very rapidly, and it suggests as well that 
the Costs of producing ‘crude’ oil) in, this. manner must 
be nearly competitive with primary production costs 
which include exploration costs. 

9. Haploration Costs helative to Production 

Costs: In discussing the Athabasca oil 
1t.18 important to note that the exploration costs 
per barrel of oi11 found are relatively small because 
the general location of the field is known. In normal 
oil production, the exploration costs are high and the 
production costs tend to be low. As reserves are 


depleted, the exploration costs tend to rise steadily. 
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As the exploration costs continue to rise, 
more and more attention will be directed to working 
over the depleted fields for secondary recovery 
because the exploration costs there are e€seentialiy 
zero, making it economical to devote Tairiv, nie 
expenditures to recover the oil. 

The Athabasca oil field fits into this 
secondary recovery picture very well because ex- 
ploration costs are low and Secondary recovery 


methods must be applied in any case, 


EO" Impact of Nuclear Energy on Secondary 
Recovery: Essentially unlimited sup- 


plies of energy w211 become available from nuclear 
sources, Uo co This point ain the Drier, «ais 
technological advances that have been forecast have 
been concerned with continuing work along more or 
J688: eStanlished lines: With an unlimited supply 
of eherey comne into view, some farsighted con- 
Sideration must be given to the imMpecl Or Thre: on 
the téchnolory of Secondary production methods, 
especially as it applies to the Athabasca OL. 

The most obvious application of large amounts of 
energy to the Athabasca oil field igs simply to 
convert the energy to heat and raise the temperature 
of the reservoir so that the oil may be produced 

as a normal low-viscosity oil with a solution gas 
drive. This suggestion seems disarmingly simple, 


but it must not be dismissed as wildly impossible. 
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Nigees Impact of Nuclear Energy on Crude Oil 
Markets: Nuclear energy will become 


available in essentially unlimited quantities 

some day. The foregoing section discussed the 
application of the new energy source to the produc- 
taon Of o11 from the Athabasca field. The question 
arises as to whether there will be any need of oil 
from the Athabasca oil field or any other field 

when the nuclear energy is available. Even a 

bigger question is: Will energy be required from 
any of the fossil fuels? 

It appears very probable that nuclear 
energy will compete with and ultimately displace 
the fossil fueis in the development of central- 
Station electricity. This cheap electricity 
Will next displace the fossil fuels from the major 
space-heating markets. Tee Gio. pOdin wel COM: 
flict between the energy supplies would take place 
in the transportation market. While Edward 
Teller (1957), an outstanding physicist in the 
United States nuclear development research, 
stated in 1957 that he could not see nuclear 
enercy becoming very important) im civilian trans- 
portation -- particularly in automobiles, trains 
and airplanes -- nuclear ocean transport is under 
active development now. 

the picture, over-simplified of course, 


appears to be one in which the need for the fossil 
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fuels -- o11, fas, coal and oi] shale -- will 
reach a maximum and then begin to decline as the 
nuclear energy supplies become increasingly 
available. However, there will continue to be 
a need for portable liquid fuels for surface 
transport on land. 

Certainiy it would be my feeling that 
there will long be a demand for a liquid petroleum 
fuel, and that also,of course,for petrochemical, 
ana sO Porth’, 

Now I would just like to point out that 
there are other aspects to the whole oil sand pic- 
ture other than perhaps you are interested in. 
pome of us Teel that this is a wonderful oil 
field, unconsolidated, open field, and one can 
Jearn a lot from it than on the recovery of oil 
in the ground, in more conventional fields. Be 


4 


tiaw 2S LG may, there ts bound to be am Anterp la 
ae) 


and the more we learn about the oil sands the more 
we will be able to do about secondary recovery in 
SexXLSting O14 Lilelds and vice versa, and 1 think 
there is going to be an impact of one on the other 
With the end benefit in 80 far as our picture of 


oil reserves is concerned. 


Mis. PUMA & 
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Now, I feel that we have perhaps skimmed 
over and I can just feel the question vibrating, 
when is the first development going to be and what 
ie Lo. fone toabe. Uur group is, divided on tier, 
there is one field of thought that is convinced 
that strip mining and the surface extraction pro- 
cedure is the way it is going to start: other 
people feel they are getting on so well with under- 
ground heating that that may be the way it will 
start. Possibly a small operation along both lines 
will start but how quickly the major. developments 
will come depend, I think, on two things, the advance 
in technology in part and the ola problem of world 
security. As Mr. Levy said this morning, it would 
be very nice to have large resources of oil in 
our own backyard and as we look at the instability 
in the Middle East, the double world in which we 
live, the rapid strides in technology, the swarming 
Asiatic people, the progress being made in the 
world of petroleum, I have every conviction that 
the commercial development in this field, including 
the immediate depressed condition at the moment, 
is going to be much sooner than some of us think. 
Whether it will be in two, three, five or ten years 
ft would not like to.usay. 

THE CHAIRMAN: Thank you very much indeed. 
Mr. Patterson? 


MR, PATTERSON: Mr. Chairman, may I suggest 
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Ee 


that this is a convenient time to take a short 
break, 
THE CHAIRMAN: Very well, we will have 


a ten minute break, 


-~-A short recess. 
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THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. Mr. Patterson? 
MA. PATTERSON: Thank you, Mr. Chairman. 
Dr. worace powheat. & would (like todo sis 
address My questions to you, and ethen if you, would 
perhaps select among yourselves the person to answer 
mien p.Cnerol ther matters aw, agate Waymeanyeis 
DUZzZ INeTMe IN rerard —voOrmOurres Mima tron sor mu in 
place is that we have had, as you note in your 
brief, an estimate for the Western Canadian Basin 
of approximately 50 billion barrels, and now we 
come to a small area in which we have an estimate 
Gf 200: Di iton  paarels: 


7 


ance! San wondening, an 
relating to those two estimates, whether your 
wiLnking Ls that this Ds avery rich area that 
acted as a sort of sponge and soaked up a lot of 
OlL or whether you think (that inthe rest of thé 
Western Canadian Basin we may perhaps, by reason 
of not Deins able to.de“it so easily, bé doing a 
great. deal of underestimating in relation To.the 
50 billion. Perhaps your geologist has done some 
thinking in that cormection, 

RK, UGRACE: e8ouchave asked agiotsdr 
questions there. LT think IT would like Drv Clark 
LO take avcrack at tt,sanduperhapsaMr. Carrizy 
would gather up the pieces geologically. 

DR. CLARK: I think one comment that 


could be made is that the 200 billion barrels in 
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4. 


the oil sand relates to the oi] that is actually 
there, not what you can induce to come to the sur- 
face, whereas the 50 billion barrels you speak of 
in the basin is not recoverable oil, so they are 
not comparable figures at all. The actual oil 
Bresene 1 ne whole Canadian. Basim would. be 4 

but 10 1s what 


very colossal figure, actually 


2 


is recoverable and what industry regards as oil 
that can be recovered, 

MA..PATTERSON: Perhaps that short 
answer clears up the confusion about which I was 
ooncerned. 

Now, looking at the item on page 20, in 
tne table of production items. vou mentioned this 
Matver of desulfurization by mild hydrogenation, 
and it has peen suggested to me that perhaps that 
is &@ process that can take place rather better at 
the Edmonton end of the pipeline where you have large 


1 a 


natural gas resources. Now, is that a fair comment? 
f 
DR eGRACK: Cima L wold. Ta iee Dre 

Hodgson to speak to that. It is a pretty sour oil, 
and 1 think 1t is discussed by Blair. You probably 
Wanuse “pretty caretul corrosion study made or it. 

it 10 was transportable.in the highly sulfur. con- 
dition there may be economic advantages in taking 

it to Edmonton for that purpose. In northern develop- 
ment I would guess that you need a lot of sulfuric 
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DR, HODGSON: Mr. Patterson, I believe 
that the Blair report did put the site of the 
desulfurization in the Edmonton area, It has 
involved a matter of evaluating the corrosion 
problems tnat would be involved in transporting 
a pour crude oll, and the feeling at that time 
was that the oil could be transported quite con- 
veniently without any severe corrosion problems, 
and I believe that the site of the desulfurization 
was located in Edmonton, 

MR. PATTERSON: You believe that the 
desulfurization plant was located in Edmonton, 
according to the Blair report, 

DR. HODGSON: Yes, that is my understand- 
ing of the Blair report, 

Mie tA Tools (Dre C Lang rouge wry niic. 
were going to give us some information in regard to 
the companies that have permits, and perhaps you 
could also give us some indication as to the com- 
panies that are actively developing those permits 
and, “velrape: vO Khe extent 16 18 now Cladsified in= 
formation, some of the methods that are being used 
in the oil sands area at present. 

DR, CLARK: Weil, 2 am afraid = aan'+ give 
you a ready answer to how many companies are in the 


field, but that information is certainly easily 


available; the Department of Mines and Minerals Puts 


out the map, keeps the map up to date, and which I 
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believe can be had by going and asking for it and 
seeing the areas and leases that are in existence 
at the present time. It gives a list of the per- 
mit holders, also leaseholders, so there is no 
difficulty in getting that. I might say that the 
number of permit areas now stands at 93. That 
doesn't mean there are 93 separate parties, because 
some hold a number, but I think it is greater than 
the ©5 which is. suggested: im the brief. Quive re- 
cently there has been almost a rush in getting 
permit areas in the oil sands; just why, Ll don! t 
now. Dut Lt 1s 5. faoo. 

the. methods that are being used, of 


Now. 


7 


course, are -- anybody who takes out a permit area 


has to explore it or otherwise sacrifice his deposit, 


al 


and think it can be assumed that they will all do 
an exploration program, 

Now, the activity to date is largelyia 
matter of drilling or coring to determine what the 
oil sand section of a given area is. Some of the 
companies are doing some other experimentations. 
but that is their own affair and I am not informed 
of it and I. just don't know except that they are 
quite interested. 

MR, PATTERSON: ‘Thank you. Those are all 
the questions I have. Thank you, Mr. Chairman. 

THE CHAIRMAN: Mr. Frawley? 

MR, FRAWLEY: No, I have no questions, Mr, 


Chairman. 
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MR. COMMISSIONER HARDY: Mr. Chairman, 
T wonder if Dr. Clark would tell us what tne limita- 
tion is on Shese permit holders. Is it correct that 


4 


any O12 that comes out of the oi1. sand area can 
interfere with the quotas in the rest of the 
province? 

Dr, “ODARK? **ihat -2s"rrercy, ners was 
legislation passed which had this effect, that an 
O11 Sand operator is nov suprTecr to “The pro Tating 
which an ordinary conventional field well operator 
is subject to; and the oil sand operator does not 
share in the pro rated market, ne has got to find 
his own market; “The Conservation Board; for™@=instance, 
won't “cell an oil sand operator if and when there is 
pues thes he must hold me production vo. so many 
barrels a month. On the other hand, they want to 
assure him of the market, but he has got to find 
his own, 

MR, COMMISSIONER HARDY: Which would 
appear from that that the most likely procedure 
would be that he would market his product locally, 
he would never shiv to“a pipeline, 

DR, CLARK: “Lam not too sure! I think 
he would have to be associated with an integrated 
oil company or a refining company that would assure 
him of who would guarantee to take his oil produc- 
tion. IL think that would be essential before he 


could enter into a project. 
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MR. COMMISSIONER HARDY: But could he 
bring a product, processed product to Edmonton 
and feed at unto the Interprovincial or Trans- 
Mountain Pipe Line? 

DR, CLARK: Yes, he may do that. 

MR. COMMISSIONER HARDY: And therefore it 
detracts from the quotas from the wells; at the 
present time it would. 

DRY CUARE:) 4h supposes woulda. here ie 
some refiner who is going to commit himself to 
caking the oil sand oil and consequently ne ee) LOG 
going to také the oil from anywhere ARSE 

MAR, COMMISSIONER HARDY: We have heard 
Guite 4 Ictihere during the: past few days of incentives 
for exploration, and I take it from what you say that 
the incentive for the work up here is that it is a 
long-term researcn incentive. VOUMCIN ED eIUStLty 10 
any other way for there being an immediate market for 
the product. 

DR. CLARK: I can't see any other way of 
getting into that production, because there is a lot 
of money in it. But I do think that the oil companies 
and the industry are thinking down the road quite a 
piece and have serious problems, very serious problems, 
and would just like to know how much they can look 
to them to depend on this oil sand reserve, and 
from that standpoint I rather think that they would 


welcome any attempt at the present time. Supposing 
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there was a 20,000 barrel a day project, the 

20,000 isn't going to affect the oi11 situation, 

i> 22 a. orop ot whe bucket», Dib, yeu. 2c 3s Ss 

big undertaking enougn to show what can be expected 
from an oil sand development. It is. just my own 
OpseOne. Cat a. Start of that kindias Joakely> to 
happen at any time. The Blair report says that 
theres S 2 L0G. of money 1m Lis wou probaniy won't 
lose any money init, as you probably make some. 

MR, COMMISSIONER HARDY: That is the 
Only incentive for this broom in teking ous reserva= 
OT. 

DR. CLARK: Well, really I can't, explain 
it. it is most interesting to me that the oil 
sndustry should take up all of .the area that is 
arbitrarily designated as oil sands; they have 
pracvtacalivicaken out @Ll for ofl. exploration 
purposes... | think Lt must, be that: they are really 
WanGine.to, —==—well, I will put 1¢, this way; that 
major companies are intent on keeping themselves 
informed as to what can be depended on and looked 
forward to in the oil sands, and since they have 
been into the rest of it they think they should get 
into that. 


DR. GRACE: Mr. Chairman, we heard this 


morning of oil companies going to the Arctic: explor- 


ing with all the interesting in situ operations. 


There may be some rather dramatic in situ developments, 
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and I would say that people want to get into this, 
because if in situ thermal drive did work (and the 
ten or twenty percent is very low) you might have 
sittings within 300 miles of continental pipelines 
where you have sittings of 200 or 300 billion barrels 
of oil, It is just too big a reservoir and too close 
technologically to major development for people to 
OVERLOOK, 

While I have your attention, may L say that 
Ia Vieualizing the surface of extracted o11, 1 donts 
think we, in our brief, made it quite clear enough 
that the consequences of operations announcéd by 
Blair do not give you a crude oi] in the sense of 
prouinary OL operation, hig fives. vou. almost. a 
retined product; a good. deal of your normal refining 
operation has been done by the time you have got that 
Oat nydrogenateéd, I just Say that so that you don’t, 
in your thinking of the three pipelines, tie it 
down to what comes out of the ground. 

THE CHAIRMAN: Dr. Grace, thank you and 
your colleagues of the Research Council of Alberta 
for the great care in which you have prepared this 
Poesia Wich 2S most tntormative ta us. Trthink ali 
or us were very curious about the o11 sands in 
Athabaska, and this will add to our background of 
information. It is very well put together, and we 
appreciate your explanation this afternoon and we 


appreciate you coming here. ‘Thank you very much, 
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submission of 


ROYALITE OIL COMPANY, LIMITED 


APPEARANCES: 
Mew Ee. Chambers - Counsel for the Company 
Charles Hay - Executive Vice-President 
Gordon A. Connell - Chief Petroleum Engineer 


THE CHAIRMAN: Mr. Patterson? 

MRy PATTERSONS)) Thank wou, Mr. Chairman. 
We now have a submission from Royalite Oil Company, 
Limited which I suggest be Exhibit CC-13-3. 

Mr. Chambers appears as Counsel for the 
Company and I would ask him to introduce the gentlemen 
presenting the submission to the Commission. 

THE CHAIRMAN: Mr. Chambers? 

MR, CHAMBERS: Mr. Chairman, members of 
the Commission, the representatives of Royalite Oil 
Company, Limited who are here are Mr. Charles Hay, 
Executive Vice-President of the Company and Mr. 
Gordon A. Connell. He is the Chief Petroleum Engineer 
of the Company. The brief will be read by Mr.Connell, 
and Mr. Hay and Mr. Connell will be pleased to an- 
swer any questions that can solve the oil sands 
problem, 

THE CHAIRMAN: Thank you, Mr. Chambers. 

MR, CONNELL: Bituminous Sand Deposit - 
Permit 17: Core drill surveys have been carried 


on by Royalite Oil Company, Limited in Prospecting 
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Permit. No. 1/7, at a locality in Township 93, and 
also includes some of Township 92, Range 10, West 4. 
These surveys were carried on at various times in 
1956 and 1957. 

By the end of 1957 ae total of 86. holes 
had been drilled in an area comprising 3200 acres. 
The location of the holes drilled appears on the 
map which is Figure 1. 

Core Hole Technique: Equipment used con- 
Sisted of a Failing 1500 drill which was adequate 
for this type of work. Coring was usually done with 
a 5 5/8" fish tail bit, although hard formation 
core heads were required for occasional ironstone 
bands. 

Cores recovered were 1 7/8" diameter, 
caught in a regular Type J Hughes core barrel nine 
feet long. Core cuts were limited to a maximum of 
7s feet to prevent packing. Core recovery in the 
bituminous sand was better than 90%. 


Overburden consisted of variable sand 


and gravel to an average depth of 36 feet. Average 
hole depth was 225 feet and most core holes were 
bottomed in the Devonian Limestone below the base 
of the bituminous sand. 

Coring and Sampling: Coring and sampling 
in each hole was started where bituminous sand was 
firss Se eecad as indicated by the first appear- 


ancorol ciiain othe driliing muds ) The whole. bituminous 
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sand formation below this point was cored. 

Each core cut was carefully laid out 
and the mud allowed to drain off. Sampling and 
canning followed immediately, before freezing could 
occur. The whole core interval was carefully 
sampled, making sure that the samples taken were 
a true representation of the core. The samples 
were placed in new quart-sized cans which were 
then sealed with a hand operated canning machine. 
Completely barren zones were not canned but sample 
chips were taken. All material saved was carefully 
labelled as to location and depth. 

Cores were described at the site of the 
operation by the geologist in charge. A complete 
set of canned core samples was sent to Edmonton for 
laboratory analysis and determination of bitumen 
saturation by percent weight and percent volume. 
Bulk density and grain size determinations were 
made on cores from selected locations. These tests 
and analyses were made in a commercial laboratory 
using standard equipment and established Drocecures. 
tre tne: Ma bared 


Calculation and Reserves: 


Lake area the bituminous sand section as determined 


from core holes averaged 168 feet in thickness, 
with average overburden of 36 feet. The average 
bitumen content was determined from laboratory 

analyses as 8.6% by weight. A log plotted from 


4nformation obtained in a core hole in the richer 
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part of the area is shown as Figure e. 

Calculation of in-place o11 in the bitum- 
inoug sand was made by determining the weight per- 
cent of bitumen in the total sand section within 
the area examined. In order to make such calcula- 
tions, it was necessary to establish certain basic 
units of measurement of weight and volume. 

The weight of a barrel of clean separated 
bitumen recovered from the bituminous sands was 
established as 356 pounds. A cubic yard of average 
gerade bituminous sand was found to weigh LAG Gorey 
The calculation of the number of barrels contained 
in the bituminous sands in an area of one square mile 
is therefore expressed as follows: 


PT OOM WOO Se vOC ac lO im, 000% 2000 23420007006 bbis 
3 356 


Porat o1t 2neotaces 1m the -areaOm 500 
acres examined by Royalite is calculated to be 
670,000,000 barrels. This 1s believed to compare 
favourably with bituminous sand deposits in other 
localities within the general area, based on informa- 
tion now available. 

xtensive drilling of bituminous sand was 
carried on by the Department of Mines and Resources, 
Octawa, during the period 1943 to 1947. The results 
of this work have shown a presence of a rich deposit 


in the area immediately south of the Royalite hold- 


appear to be as much as 200,000,000 barrels per’ Square 
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mile in an area of 2880 acres. 

I also have here a report on the results 
of additional work which has been conducted during 
1958. As a result of drilling in 1958, an additional 
area of 2100 acres to the west and to the south may 
be added to the area explored. This area contains 
a calculated amount of 458 million barrels of oil 
in-place, Ine total oil in-place an an area of 5300 
ecres, war 28 combining the 2lOU and 35200 acres is 
therefore calculated to be 1,128,000,000 barrels 
for an average of 136 million per section. 

i pelleve that is ali [ have on the reports 
OF the, core drillers, Mr. Chairman, 

THE CHATRMAN: Mr, Patterson? 

MR. PATTERSON: ‘Thank you, Mr. Chairman. 
I wonder if I may take this opportunity to get a 
LPLTcLe Intormation for our records about Royalite, 
and I would appreciate your outlining to me Royalite's 
position in the industry. I take it to be an inte- 
grated company? 

MA. “CONNELL. That Ls correc, 

MR. PATTERSON: And you have land holdings 
Srarare ective in the Provinge of Alberta? 

Mn, “CONNELG? ~ ‘Ehat- as correct. 

MR. PATTERSON: Are you active in provinces 
other than Alberta? 

MR, CONNELL: We are also in Saskatchewan. 


MR, PATTERSON: And do you happen to have 
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ae Your Lingertins vour present. situation as to 
the number of wells you have and the acres you have 
under lease? 

MR. CONNELI: At the end: of 1957, Royalite 
was operating 442 oil wells and 95 gas wells and 
had various interests in 20 oil wells and 64 gas 
wells operated by others. We now own 260 net 
oil wells and 82.9 gas wells. 

MR, PATTERSON: Can. you give mea tigure 
on your MPR in Alberta and what, either in barrels 
er percentage of that, you are selling? 

MR. CONNER GOS see Cine fem Cacia Let 
for you Juss. in, 2a.Tew minutes. We cperate ey ace 
wells in the Redwater field. The MPR on a field 
as a whole are 160,000 barrels a day, sc. that. gives 
a Jittie over CLO barrele ca day periwell.. Gur ine 
terest in those wells is equivalent to about 31-1/2 
barrels, so that is a little better than 6,000 
barrels a day MPR, whereas present allowable is 
e1pher 31 or 32 barréls: a day so we are producing 
approximately.1,000 Darrels ayday from that field 
neu. 

MR, PATTERSON: About one-sixth? 


Mn aCOMNMI dies Onen-sixth>. Taat. 1S .coRrect:. 
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MR. PATTE! 


ps 6 
A 
© 


Is, that a general 
situation? Do you have other interests in 
Alberta? 

MR. CONNELL: Yes, we have interests 
in ‘the Turner Valley. There is no pro rationing 
to the market demands of Turner Valley. That is 
pased on the reservoir withdrawal. Our net 
production from Turner Valley is slightly over 
1,000 barrels a day. We also have 50 per cent 
interest in ten T3 oil wells in the Acheson field. 

T‘am trying to recall what their allowable is 
now; L think it is slightly over 500 barrels per 
day where the MPR ror the field is 20,000 barrels 
a day which works out to around ep> parrets "per 
well per day, so we are producing aoproximately 
a little less than 25 per cent of the allowable 
in that fpreid. That is our major production in 
Alberta, and we have a few other wells. 

MR. PATTERSON: Do you have any 
Saskatchewan production? 

MR. CONNELL: Yes, we have substantial 
interests in the Colville field and also southeast 
Saskatchewan. 

MR. PATTERSON: andiCelvidde 1s. the 
point where you have a refinery of your own? 

MR. CONNELL: Yes. 

MR, PATTERSON: So there is no pro 


rationing affecting you at all in Saskatchewan? 
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MR. CONNELL: co. Re Botepro. rated 15 
is just a matter of getting the market out of 
railways requirements and right now in asphalt 


requirements we are producing less than 50 per 


Sch wt wapaci Ly. In southeast Saskatchewan 
Liere isecone pre rationing by pipe line. aes 


month 1t i6a little over SO per cent, about 82 
per cent. 

MR. COMMISSIONER BRITNELL: I was not 
quite clear whether the 442 wells referred to 


Alberta alone or Alberta and Saskatchewan combined. 


MR, CONNELL: That #s ell our wells, 
MR. PATTERSON: Can you tell me any 


Guner locations of your refining operations? 
MR. CONNELL: Wepie Vere) retina Or 
SCO berrels per Way capacley, tor tient erude 
in Kamloops, British Columbia, and 625 barrels 
per way for both tient andvneavy crude in Saskea-— 
toon, and a 1,000 barrel per day refinery which 
operates successfully with heavy crude from the 
Colville field in Prince Albert. Saskatchewan. 
MR. PATTERSO And are those refiner- 
Les presently running on Canadian crude? 
MR. CONNELL: Yes, they are. 
Mie PATE RON: To capacity with the 
exception which you mentioned of the Colville one? 
MR, CONNELL: No, Kamloops is operating 


about 3,600 barrels a day; Saskatoon is running 


FERS: 


TO. 7 +i cifpoat- sag Ae toda te. tear sae sp Sasa ak! 7 
‘ = if ny 
: t 


, Pm al nt) Bix ~ “09 Pe es: rie, e7 | can ied 
; 7) * 2 a I = VWiLaT wi 7 os 50r Sora ih aes eS "pY, oul iee = 


so Ca nes? aes TiovS ong ate Ber adianiet Lubes 


F 
7 < ‘ : ‘. n * “2 
west? f - tyr 2 ae RY ae aoe ei JTt 
o. td os _ he . 
: ae 
ae en a ea . Pa a 
B i 7 5 dx Sw i a ri} ie ee a ace 
= > . w 
é fi 7+ / > > _ > ees 
- 4 — = et 4 Oe 
¢ 5d 
. 
a 
«» ties 
a wo WA? » 
| © t _ as 
4 
ha fi os 
5 ‘5 - tid Sheek oe 4 Sg ay 
: < 
: = Nt f oy or 
4 bial = = aw hf ee 
' 2! . 
} ' 
‘ ‘ ‘ a 
r 7 a 
7 = ; ‘ 
” r 
i 4 
t ; 
| at i ; : b Lots 
| = j ete 
; a 
J ; { 
| : = 
tom ms ye 
! rae ed ' 
} Oe ‘ * * —— sub 
. ooh am 
% {4 ; 
i i , A 
t 
, 7 “ - 
j cy & i ¥, { 
rf 4 ve ~ «! ed «q+ 
. a 4 
‘ P A 
i : , 
5 a 4 ve 
; ite ad 
‘ ae an : : coer 
: : 
s am . - ? . r 
; uv ws i L pes a hy vo 
| ri « PM ee TA 
: =i roar i) t at 
- 
es ‘vs + af e ‘ mH 
; a Tice ac hap | tbl oe ‘ Pe a! a 
1 <s 4s 
e . ec 
a~ J « wit, Bee - we Se = 
A 
? at oy Dia 
7 , pas 
‘ tn ; = "" ri) Et PR, Lee ' y 
s iav - ™ = i 4 eee ete Le ae 


f- gsneo g.1IV0 Gog TO Getic S Sie ee sowie hoogees 


sp 


= 
os 


be 
' 


7 zey. = 


O 
5930 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


fairly close to capacity, Colville is shut down 


at the present time; Prince Albert, I believe, is 


running 300 or 900 barrels per day. YOU were 
not interested in the gasoline plant? We also 
have a gasoline plant at Turner Valley.. It is 


not @ refinery. 

Mi, PATTERSON: You ‘also "have ‘an 
interest in the Madison plant, too? 

MR. CONNELL: The absorption plant is 
Royalite Madison for the gas-gathering and scrubbing 
plant. 

MR. PATTERSON: Now, do you have affilia- 
tion with American companies or can you give us the 
share structure and share holdings by a breakdown 
between American and Canadian? 

MR. CONNELL: Royalite is a Canadian 
independent and there are some American shareholders 
but the majority of the stock is held in Canada. 

We car opLain theu ‘sharehotiding for’ you,” it you 
SOdesire. 

MR. PATTERSON: EE Vourcen ei ve iG. bo 
me in that breakdown. Have you interests or 
affiliates of Royalite outside of Canada or have 
you operations carried on in conjunction with 
others outside of Canada? 

MR. CONNELL: Yes, Royalite Oil Inc. 
is a Delaware corporation which operates in the 


United States and in Alaska. We have some 
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exploratory lands in Montana and North Dakota 
and also in Louisiana. We have a 50 per cent 
interest in one gas well in Louisiana. 

MR. PATTERSON: You mentioned opera- 
tions in A..aska? 

MR. CONNELL: MWiaG LS 1 Carrying on 
the exploration. We do own one-eighth interest 
in 300,000 aacres of exploratory land in Alaska. 

THE CHAIRMAN: Is that company a sub- 
Sidiary of Royalite? 

MR. CONNELL: Yes, a wholly-owned 
subsidiary. You also asked our ownership in 
exploratory lands: our net ownership at the end 
of last year was 1,396,992 acres. 

MR, PATTERSON: Taking into considera- 
tion the interest that you mentioned a moment ago? 

MR. CONNELL: NeSt-telid, 2 eee al. 

MR, PATTERSON: Now, turning to the 
oLr sands operations, I believe you nave a pipe 
line charter for a pipe line to Edmonton; is that 
correcus 

MR. CONNELL: thaw 1s correcc, 

MR, PATTERSON: Now, if in asking a few 
questions about this matter I tread on matters of 
company secrecy please do not hesitate to call a 
TAL We have just had, as you perhaps heard and 
know, a brief submitted by The Research Council 


and I was wondering to what extent you would be 
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prepared to comment on the figures given in the 
Blair Report and reproduced in the submission 
at page 20, dealing with these cost problems. 
Can you give us anything up-to-date from your 
experience in regard to the various items set 
out there, whether they are generous or whether 
you are finding them to be rather too low? Do 
you have 4a copy of those figures? 

MR. CHAMBERS: con oe | priariic  Nie 
Connell has. seen the report. 

MR. CONNEDL: I have seen the report 
some time ago and I think we can cover that by a 
general comment on the basis of our own experience, 
that our work is still in the research stage, and 
aa Do nved ou, by Dr. Grace the separation of the 
oi from, the sand is only one part of the total 
work which has to be done to determine whether or 
not it is economically feasible to work the sand. 
We are not yet in a position to determine what 
Will be the costs for the various operations in 
thease field 66... do not think we.are in a. position 
tO commentG.on the Blain Report either. 

MR. PATTERSON: In other words up to 
the present your activity has been turned mainly 
to a determination of what is there. You have 
your charter for the pipe line but your studies 
have not gone beyond that point? 


MR, CONNELL: Well, our investigations 


AW 
a a : , 


ist ia' BatRe rl att ceo. Siesmiiee od orient 


Josh sete | 


Bh “2 naLado' > ar 349 Spe “Fy ee eM neti Leap LS Syenq 3S 


- 
s 
‘ 
" 
a 
—=( 
—<! 
r 
’ 
= 
~ 
; 
. 
, 
& 
a 
« 
* 
® 


ae 

j 

‘ 

* 
i, 
me 
‘ 
Pa 
© 

rad 

ss 


byoriao % ~~ won 
‘ i . 2 i 
alt Bs ; | ch Sy Ton its, a 
a ws <a seus * ve 
pire ! : A biel Pia , di278 
- - . . > 
= a a H my ts a “ ‘= iF 
Ogi Leet & O ht gart 
ouhe A =| j A at aaa 
| , SPI is {3 Jeaines eet 
UY 
7 
; i. , &3 r cA up) - 
ec Fey Sais t hear ie Ay wh 


is Greve. dbbebeeGuea ew Cota Ucn til! Raeidities iia ee eae ra 
Jrcont, bestud ereed dad Vlei os. siete treteta Bag 


Hu inst Ay Saad ve Fact. hh Te tinriotes B OF. 


buche. pee Fit Sail pate oad eo “OT Sto in0y- 
, Fyn) - ie 


3 Molog For it ‘pabiyed iii mote) | 
ie , | es Re 


| i ety tf sate 


ih 


i 


wal 
Nitti 


tl 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


have covered all phases as outlined by Dr. Grace 
but they are not sufficiently advanced to come 
up with realistic estimates of cost. 

MR. PATTERSON: Thank you very much, 
Those are all the questions I have. 

THE CHAIRMAN: Me, Frawley? 

MR, FRAWLEY: No, thank you very much, 
Mr, Chairman. 

MR, COMMISSIONER HARDY: Just carrying 
on a little further with what was being discussed, 
is Royalite investigating more than one separation 
process? 

MR. CONNELL: We have investigated the 
so-called Colson process and have been working on 
improvements in that process. ¥ou are probably 
familiar with what that process is. It has been 
qdesoriped in ‘thie papers ana LG Ls the wse of 
Centriiugead Fores Tor Separation of oft from sand. 

MR. COMMISSIONER HARDY: Do I understand 
that you are investigating, as you see fit, a whole 
integrated programme of developing your property 
end Winning the sand from the oil by this par- 
ticular process? You are not interested in general 
preparation problems such as the Research Council 
have interested themselves in? 

pin. “HAY: I might answer that by sug- 
gesting that I was impressed by the remarks of Dr. 


Grace when he drew to your attention that the 
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problem invoived has many phases. We have found 
that the operation of a separation unit is one of 
several large problems that we have to work on and 
solve and our study includes all phases of it, the 
treatment of the oil after it is won from the sand 
to make it a pumpable commodity and further treat- 
ment to prepare it for pipelining »and uses for 
commercial groups. We are investigating all 
phases of schemes to develop that towards commer- 
GLa woperation . 

MR. COMMISSIONER HARDY: At the moment 
you are looking at it with the prospect that you 
would use the oil in your own refineries? 

MR eelLAY.: Anywhere our permits say 
we Can Start as an integrated company to find oil 
we can use our own revenues and incorporate some 
of the refining. We might give it some small 


refinements at Edmonton or Mildred Lake as our 


investigations proceed. We have found it desirable 


to investigate other areas that we might use in 
which we might use a product we might recover 
from the sands. 

MR. COMMISSIONER HARDY: Well, in view 
of the discussion we have had here in the last few 
days of incentive, I would take it that your 
incentive in this operation at the moment is 
pretty definitely one of securing additional sup- 


plies of oil for your own integrated --- 
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MR. HAY: No, it seems to me the 
changes in research for the last three or four 
years, the incentive was that we had refineries 
that we expected would about balance the require- 
ments for a 20,9000-barrel day plant. As we 
went further into the problem, and as we unfolded, 
economic features of mining or pipe line, we found 
we had to look at various other phrases of the 
project so f am not sure I can define our incentive 
tmmedtavely as thateof Tinding olbrsolely for our 
OW reli neries.. 

MR. COMMISSIONER HARDY: Now, we have 
been told -= this is more or less a general basis - 
but we have been told in the last few days that 
there is a great need for additional markets for 
Alberta oil and that the present situation is not 
providing enough incentive for people to go out 
and do the necessary exploration to prove up the 
resources. You apparentiy are choosing to go 
into the tar sands or thée’oil sands rather than 
poime into tie exploration business by con- 
ventional methods of exploration for oil wells. 

MR. HAY: No, I would not like to leave 
that impression with the Commission. We are 
in both. 

MR. COMMISSIONER HARDY: This you 
think is a good bet? 


MR. HAY: As a research project for 
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a company our size with the diversified interests 
that we have, we feel we can dedicate a reasonable 
proportion of our money to this project. 


MR. COMMISSIONER HARDY: Thank you 


eat 


very much. 

THE CHAIRMAN: Well, thank you very 
much, Mr. Hay, Mr.Connel and Mr. Chambers for 
your presentation. You have given us some 
very interesting information about your activities 
and we are very glad you came before us. 

MA. PATTERSON: Mr. Chairman, that 
completes today's time table and if I may suggest 
that we appear to be in the position that tomorrow 
the only scheduled submission is that of West 
Mave. ti and perhaps 1 would not hurt, that 
being a rather short submission, to arrange that 
that be heard the first thing on Thursday morning 
AMO BiVe Us a. day Orr sco rest. 

THE CHAIRMAN: Well, that would be 
most welcome, Is that satisfactory to the West 
Maygill people? 

MR, PATTERSON: POO wnob think they 
are bere vVoday bub L am quite sure.it will not in- 
convenience them. 


THE CHATRMAN: Very well, we will adjourn 


Uni Tesco) morning, in thid room, at ten o'clock, 


---Whereupon the Commission adjourned at 4.15 p.m. 
until 10.00 a.m., Thursday, May 15th. 
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